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Financial Highlights

{$ in millions; except per share data)

Years ended December 31, 2006 2005 2004 2003 2002
Gross premiums written ............... $ 3.609.0 § 33039 $ 30123 $ 22716 $ 11080
Net premiums wiitten ................. 2.989.2 2.659.0 24237 1.908.4 1.018.3
Net premiums earmed . ........... ..., 2,694.3 2.553.7 2,028.4 1,436.2 536.9
Net investment inCOME -« -...ocvovvu.. 4071 256.7 152.1 740 713
Net realized gains {losses} ............. (25.7} {16.9) 136 226 761
Net income available to

common shareholders . ....ovvvuiiiinn, 9258 90.1 495.0 632.4 265.1

Per common share amounts

BasiC 2amMmings «..vevneereiraereiiaans $ 618 § 083 § 324 § 3869 §f 19
Diluted earnings .....oovvvvivninnnnn. 563 057 298 342 1.91
Basicbookvalue .......... ...l 26.09 20.24 21.20 18.48 1419
Diluted book value ..........cocvvvuns. 2402 19.19 19.85 17.48 13.96
Dividends pershare ........oovvvven... 0815 0.60 0.50 0.14 —

Operating ratios

LOSS TalI0 veeve e ieeeveraernannen 52.9% 80.3% 61.4% 51.1% 42.7%
EXPENSEr8LI0 «.vvvveenenineananannn. 24.4% 21.5% 23.0% 22.5% 27.7%
Combinedratio ...t 77.3% 101.8% 84.4% 73.6% 70.4%
Capitalization

Total 8SSEtS .. verveii e $13,665.3 $11,926.0 $90383 § 51723 $ 29482
DEBE vv v e 4931 499.0 498.9 — —
Preferred equity .......oovveiiiiiai, 500.0 500.0 — —_ —
COMMON BQUILY -+ v vevvriannens 39128 3024 3,238 28171 1,961.0
Total shareholders’ equity .............. 44126 3.512.4 32383 28171 1,961.0
Total capital «.ooveeeen e 49118 40114 3,737.0 28171 1,961.0

Return on average common
shareholders” equity .......ooveven.. 26.7% 2.9% 16.3% 22.3% 14.7%

Note: 2004 results include pre-tax net losses of $266.3 million attributable to Hurricanes Charlay, Frances, Ivan and Jeanne.
2005 results include pre-tax net losses of $1,019.1 million attributable to Hurricanes Katrina, Rita and Wilma.
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AXIS finished 2006 with
over $4.4 billion
in shareholders’ equity.
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AXIS Capital has become a leading
provider of specialty insurance products
and reinsurance ﬂ@o We have
the ability and commitment to allocate
capital to the best opportunities as
defined by absolute underwriting profit.
At the same time, our porlcfolio approach
to the risks we manage m{tigates the
potential adverse impact of unusual
losses or series of losses. Our mix of

and TESIMSUIRMEE, and
short-tail and long-tail business, 1s part
of the critical balancing process at AXIS
Capital that PIESEIVES capital

for clients and shareholders.
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Chairman’s Report
Dear Shareholder,

2006 will prove to have been an exceptionally good year for our sector of the
industry and for AXIS, largely as a result of the low “large loss” frequency.
When juxtaposed with 2004 and 2005, which were two of the most difficult
years in living memory, it reemphasizes the unpredictable nature of our
business and the need for strong balance sheets to ensure both necessary
long-term return to our shareholders and gquality of security to our clients.

We have achieved both in the five years since our
formation. Our opening capital base in 2001 of $1.7 billion
has grown to $4.9 billion and our average return on
common equity has been nearly 17% during the period
since 2001. John Charman and the teams he has built
have every reason to be very proud of their achievements,
crowned with a profit of nearly $1 billion this year.
Meanwhile, industry issues affecting cur company
have continued to evalve rapidly and | would like
to comment on two in particular. Firstly, | would like to
comment on our regulatory environment. Our industry
has historically been regulated locally with considerable
differences in standards among jurisdictions, but our
activities are increasingly giobal. Constructive attempts
to create a more harmonized set of internationally

/]

accepted common standards are advancing rapidly,
particularly through the work of the International
Association of Insurance Supervisors. We in Bermuda,
as a jurisdiction, are working closely with appropriate
concerns to ensure that "best practices” are implemented.
Bermuda, as one of the largest wholesale insurance
and reinsurance markets in the world, must have
acceptable mutual recognition in order to continue to
thrive. | am confident that the Bermuda Monetary
Authority will succeed in keeping us at the forefront

of evolving international standards.

Secondly, | would like to comment on the Bermuda
market. In the past, the two major increases in capital in
Bermuda took place following Hurricane Andrew in 1993
and the World Trade Center tragedy in 2001. The capital
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markets responded, new companies were formed and the
window of opportunity closed. The new companies then
set about building their businesses. However, following the
hurricane activity of 2005, the model changed. Substantial
capital was invested at the end of 2005 and a number of
new companies were formed. Since then, capital for new
and different types of ventures has continued to flow at
the same rate; in fact, 2006 saw almost the same amounts
of capital invested as 2005. Much of this capital was
short-tesm in nature — committed to seeking defined
exposure to the high points of return in the cycle. Driving
this new capital influx to Bermuda is the large amount
of excess liguidity in the markets seeking higher yields
in a historically low interest rate environment.
Convergence with the capital markets and the
innovation of short-term vehicles, such as sidecars, should
continug to progress transfer of more volatile risks to
other diversified asset pools. Much of this innovation and

]
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investment has taken place through entities domiciled in
Bermuda. The “clustering” of expertise and innovation
in Bermuda and consequent greater depth of the capital
pool is proving a powerful magnet for business and
creates opportunities for our company.

During 2006, Tom Forrester did not stand for
re-election and retired from our Board. | would like
to thank him for his meticulous application to our
interests as our Audit Committee Chairman and wish
him well in his retirement.

We were also delighted to welcome three new
members to our Board. First, Geoifrey Bell, a leading
international banker wha is a'so founder and member of
the Board of the Consultative Group of International
Economic and Monetary Affairs known as the Group
of 30. Next, Sir Andrew Large, recently retired Deputy
Governor of the Bank of England, who has a wealth of
experience as a regulator, supervisor and private sector
banker. Thirdly, Chris Greetham who joined us after an
outstanding career in investment management. His
experience will be most helpful as our invested assets

~grow from the nearly $10 billion we currently have

under management. We are delighted to welcome such
distinguished practitioners to the Board, which now
number 12 with 10 independent directors.

Five years since our inception, we have the firm and
deep foundations 10 look forward with enthusiasm and
energy to the myriad opportunities before us. We retain
the critical competitive advantage of being able to swiftly
move our capital to appropriate opportunities as they
cccur. Let me conclude by thanking you, again, for your

continued support.

NERE S

Michael A. Butt
Chairman of the Board
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CEQ’s Overview of Operations

Dear Shareholder,

I am extremely proud to report that AXIS Capital has generated record
earnings of $926 million dollars in 2006 and delivered a return

on average common equity of 26.7% for the year. This exceptional
performance has resulted in an increase in diluted book value per
common share of 25% to $24.02 from year-end 2005.

Only part of cur success during 2006 can be attributed to the
benign Atlaniic hurricane season. Our recard earnings were
also driven by a substantially improved pricing environment
for many catastrophe-exposed lines of business, strong
accident year results throughout our diverse global
underwriting portfolio, and increased investment earnings.
Not readily apparent, of course, is the substantial
repositioning of our overall portfolio of business which we
commenced immediately following the major hurricane loss
events of 2005. This repositioning resulted in a substantial
improvement in our risk-reward profile. Following the
unprecedented losses the industry faced in 2005, we knew
that 2006 would represent a transitional year for AXIS
and, indeed, for the industry. Our milestone ﬁﬂh year was
to be marked by uncertainty regarding global capacity,
increasing pressure from rating and regulatory agencies
and an increasingly competitive rate environment driven
by an influx of short-term capital to the industry as well
as accelerated diversification efforts across the industry.
The magnitude of tha losses in 2004 and 2005
forced the property reinsurance market to quickly reassess
its underwriting criteria and capacity utilization. The
reinsurance market evolved strongly in 2006 and demanded
and set new and higher underwriting standards that
drove the primary market in a similar direction as the year
progressed. Throughout 2008, property catastrophe pricing
continued to tighten in the U S. market and demand out-
stripped supply for U.5. Wind for much of the year, despite
the new capital that entered the marketplace. Against this

hackdrop, we diligently executed a plan to re-balance our
portfolio and strengthen our business strategies. We
also worked even harder in many areas of our business
10 increase submissions. Expertise in risk selection
became even more critical as competitors drove ta diversify,
Fortunately, we have worked diligently since inception
to build out our infrastructure to drive risks through the
underwriting machine.

Our proactive strategies, combined with a relatively
benign Atlantic storm season, allowed us t¢ achieve
record results in each of our major business segments for
2006. The following highlights of AXIS Capital's 2006
financial achievements provide additicnal testimany to
the success of our strategies:
O Net premiums written increased 12% to nearly 53 billion

QO Net premiums eamed grew 6% to $2.7 billion
© Combined ratio was strang at 77.3%

O Operating cash flow was strang at $1.6 billion
for the year

O Total cash and investments increased nearly
25% to $9.7 billion

O Total pre-tax investment income rose 53% to
$407 million

O Total capitalization rose to $4.9 bitlion at year-end

With five years of substantive achievement behind
us, we recently announced a strategic reorganization of
AXIS Insurance to enhance our position as a global leader
in specialty lines insurance business. This recrganization




institutionalizes the management practices that have
been fundamental to making AXIS Insurance a leader in
its markets. These practices will allow us 1o ¢ontinue &0
extract the best epportunities in any area of expertise for
AXIS across all geographies covered by our broad reach.

Qutlook for 2007. As you know, the ist of
January represents a critical renewal date for our
reinsurance business, in particular, These 2007 renewals
progressed as expected and we are pleased with the
portfolio that we have assembled.

As a general comment, overall discipline throughout
the reinsurance marketplace continues. We continued to
experience the angoing trend of greater risk and retention
appetite in the industry bringing to bear modest price
reductions. For property catastrophe business, major buyers
dropped lower layers in favor of larger fimits at the upper
end of their programs, whilst, for casualty reinsurance
busineés, cedants tended o retain more business. Critically,

we have not seen material slippage in terms and conditions.

Rates continue to be up substantially for LS.
catastrophe-exposed reinsurance business relative to
the 1st of January 2006 as an element of catch-up to
mid-year 2006 levels has taken place. However, the market
dislocation evident at mid-year 2006 renewals has further

corrected. Reinsurance renewals in Continental Europe

$

=

926 million in-2006...

=Y

were characterized by an abundance of capacity, but, as

a well-tespected and established market, we held our own
and were able to continue to broaden our portfolio there.
Windstorm Kyrill, which caused widespread damage in
Europe very early in 2007, shou!d serve as a timely reminder
about ignoring the reality of natural perils in Europe and
result in some stabilization of rates.

In the primary markets, current rate levels for some
lings of business, |ike catastrophe-exposed property and
energy business, continue to produce reiurns above histaric
levels. In areas where the competition has been much
more aggressive, such as terrorism and aviation, we are
maintaining our extremely cautious and defensive posture.
Other lines, such as primary casualty, umbrella, and
professional lines, still contain good profit potential, but
bear closer scrutiny. We are satisfied that our breadth of l
prod'uct as well as our geographic and client diversity
within these lines, provides us ample opportunity to target
risks with the appropriate risk-reward proftle.

Substantial growth in the capital for the industry
resulting in short-term oversupply, combined with recent
legislation in Florida, will accentuate any softening
during 2007 in the marketplace. We believe that this
will have more of an effect on lines of business outside
of cat-exposed property business. However, there are
influences which could curb the most egregious cyclical,

—
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competitive behavior. Firstly, new capital to the reinsurance

industry since 2001 is substantially more disciplined than
that committed in years prior to 2001. It's also capital which
is substantially deployed to catastrophe-exposed business.
It's committed to a very technical subscription marketplace
which relies on both sophisticated modeling tools and risk
management practices and, importantly, where pricing is
based upon exposure. Second, the trend toward retaining
more business on the part of primary companies is a
mitigating factor — this promaotes sound financial alignment
between cedants and reinsurers. Primary companies have
greater incentive to maintain underwriting discipline as
they manage their higher net exposures. The factors leading
to the adverse excesses of the late 90s are a long way off,
and, fortunately, | have yet to see any signs of our industry
reaching the cliff's edge.

At this point, we are extremely pleased with the
diversification that we have deliberately built since day one.
We know it is difficult for the rest of the market to quickly
and efficiently redeploy capital in specialist areas of the

insurance business. We feel good about our strong presence
in both the insurance and reinsurance ends of the business
as well as the diversity within each of these businesses. We
expect the impact of recent Florida legislation disintermedi-
ating the private reinsurance marketplace to directly impact
less than 2% of our total refnsurance premiums.

Entering 2007, cur focus remains on continuing the
expansion and diversification of our portfolio by product,
distribution and territory. We remain absolutely focused on
profitability and feel comfortable about our underwriting
portfolio. This portfolio continues to generate healthy
underwriting profitability ratios across all product lines —
property, casualty, professional lines, and across all
geographies in which we have a presence. Given the high
quality of our global portfolio, absent major catastrophic
losses, ‘we expect 2007 results to be very positive and to
continue to produce meaningful book value growth in line
with our excellent performance since inception.

Our return on average common equity in the five years
of achievement since our inception has been nearly 17% —
even against the backdrop of unprecedented industry losses
in 2004 and 2005 — and these returns are in excess of
our geal of 15% over a cycle. We have a globally diversified
and strong business mix led by some of the most capable
professionals in our industry and supporied by the most
productive staff in our industry. Qur underwriters have
a proven track record of bringing epportunities to fruition
quickly and decisively in an inielligent peer review
environment. Our absolute focus rematns on building book
value meaningfully over the long-term through our core
underwriting activities. Each and every one of us at AXIS
bears an enormous responsibility to continue to deliver on
the trust and support of our most important stakeholders —
clients and sharegholders.

Sincerely,

.
—_— 2.

John R, Charman
CEOQ and President




AXIS Capital’s operating
subsidiaries lare
“A” rated by A.M. Best and
Standard & Poor S.
|
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From left to right:

Karl Mayr
CEC and President,
AXIS Re Europe

Linda Ventresca
EVP, Corporate Development and
Investor Relations

Michael E. Morrll
CEO and President,
AXIS Re, U.S.

William A. Fischer
CEO and President,
AXIS Re, Bermuda

Richard T. Gieryn
General Counsel and
Corporate Secretary

Tim Hennessy
EVP.

European
Finance Director

David B. Greenfield
Chief Financial Oificer

Michael A. Butt
Chairman of the Board




John R. Charman
Ce0 and President,
AXIS Capital

Dennis B. Reding
Chief Operating Officer

John Gressier
Chairman,
AXIS Insurance

Richard Strachan
Chief Ckaims Officer

John J. Murray
Chief Operations Officer

F. Marshall Turner, II
President,
AXIS Insurance

Anders C. Anderson
Chief Audit Executive

Brian W, Goshen
Chief Human Resources Officer
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Risk Management

At AXIS, the underlying principle of risk management is to create
value through a holistic view of reviewing and managing our
risks. This principle is applied in every aspect of our assembly and
ongoing management of a select, diversified portfolio of risks.
Risk management is a constantly evolving feature of our company
and some areas of focus are described here.

In our risk management discipline, we are concerned with
both the loss of capital due to a single large event and the
loss of capital that would accur from multiple (but perhaps
smaller events) in any year. One tool we use to evaluate
this is our evolving economic capital model.

Our more significant exposures emanaie from natural
perils catastrophe exposures (for example; hurricanes
and earthquakes). To manage these, we impose limits on
probable maximum losses in any one zone from a single
event. A zone is a geographic area in which the insurance
risks are considered 1o be correlated 1o a single catastrophic
event. To ensure that we remain within our chosen risk
tolerance levels for natural perils catastrophe exposures,

we employ multiple commercial vendor models and
technical expertise. These too!s allow us to simulate many
hypothetical loss scenarios. Expected loss scenarios,
togethei with highly experienced underwriting judgment,
are used to price risk and manage our portfolio.

We take a conservative approach to our
management of cther volatile risks, For example, the
main fecus of our modeling of terrorism exposure in
AXIS tnsurance is the deterministic 10-ton bomb event
scenario modeled against thousands of target locations.
By comparison, the 1993 World Trade Center attack and
the Oklahoma City hombing are estimated to be 2-ton
bomb events. Simultansously, in AXIS Re, we monitor




total terrorism limits exposed by state and track this for
potential accumulation with significant areas of terrorism
EXpOSUre in our insurance operations.

One of the greatest risks in seme lines of business
is that the loss trends emerge higher than the assumptions
underlying our current ultimate loss estimates, and
hence ultimate losses will be higher than our estimated
loss reserves. We manage and mitigate the reserve risk
for long-tail lines in a variety of ways. Most impartantly,
we limit the amount of accurrence-based business
that we write at AXIS. Much of our longer-tail business
is professional liability business, which is primarily

written on a claims-made basis. This means that
notice of a claim has to be provided during the policy
period. We estimate professional lines business
represented over half of our longer-tail business.
Longer-tail business is estimated to represent 40%
of overall AXIS gross premiums.

0f course, at AXIS, we believe mitigating reserve
risk is paramount in all lines of business. Qur claims
professionals’ judgment regarding our potential exposures
is highly valued and contributes meaningfully to how we
assess the performance of our business. Real-time claims
information is communicated daily to both cur senior

Total Capital

{$ in millions)
4912
ann a
KN£T) . N
A
2817 N\
p
1,961
@ Debt
@ Series B Preferred Equity
€ Series A Preterred Equity
J U U U Q Common Equity
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management and our external, independent actuaries, all
within a structured control framework. The detailed and
analytical reserving approach that follows is designed

to absorb and understand the latest information on our
reported and unreported claims, to recognize the resultant
exposure as quickly as possible, no matter how large, and,
above all else, to make appropriate and realistic provisions
in our financials.-Our external, independent actuaries bring
strength and depth to our reserving proceés aswell as a
critical insight into changing loss development patterns as
they begin to appear in the broader market. Critically, this
knowledge is integrated with the prudent AXIS reserving
approach. One measure of the strength of our reserving is

the portion of our net reserves allocated to claims incurred
but not yet reported (“IBNR"). As you can see in the chart
below, 76% of our net reserves excluding thase related

to Hurricanes Katrina, Rita and Wilma are related to
claims incurred but not yet reporied to us.

At AXIS, our investment strategy seeks o preserve
principal and maintain liquidity while maximizing
investment return through a high-guality, diversified
portfolio. We manage our investment portfolio to support
both our liabilities and cur capital. We match duration and
cash-flows against our reserves. Meanwhile, we also seek
to diversify our portfolio with asset classes having low
correlation to high-grade fixed income investments. This

Consolidated
Net Reserves *
{8 in millions}

IBNR Reserves fexcluding KAw) @
Case Reserves excluding KFW) @
Net KRW Reserves @

=]
[=.-]

£ O E

6!

as eeserves for losses and loss expenses -

* Consolidated net reserves are caltulated 574 |
- ®

less einsurance recoverable balances as

reported in our GAAP financial statements. g2 03
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can provide incremental returns while simultaneously
lowering the overall risk of the portfolio. As an example,
we have invested in senior secured loans which have
returned significantly more than high-grade fixed income
over an economic cycle with lower volatility. At present,
we have capped our investments in this area to no

more than one-half of our shareholders” equity with the
remainder of the capital pool allocated to high-grade fixed
income securities. Qur investment department ensures
real-time compliance with all portfolio guidelines and our
Finance Committee meets quarterly to review our strategic
asset allocation and approve tactical portfolio moves
including those related to fixed income portfolio duration
and allocations to ot_her investrments.

Operational risk continues 1o be an area
of focus as we develop and implement advanced,
proprietary IT applications. During 2006, we
implemented a Project Management Office to oversee
application development throughout its lifecycle
with focus on associated operational risk. We have
also established a Business Praocess Improvement
team that focuses on reviewing and improving
efficiency and operational risk mitigation in existing
business processes. Finally, we continue to review
and test our Business Continuity Planning procedures
through planned tests, all of which were completed
satisfactorily during the year.

Composition of
Total Cash and
Investments

U U

DEE)

J

@ Other investments
@ Cash

Y

J U O |nvestment Grade Fixed lncome
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Political Risk

0,
Marine 19% 22%

N

Professional
Lines and Other

Teerorism and ‘
Specialty 13%

War Risk 17%
Property 28%

Aviation and Aerospace 4%

AXIS Global Insurance
2006 Gross Premiums Written — $958 million

Liability 25%

N

Professional

Property 39% !
Lines 33%

Other Specialty 3%

AXIS U.S. Insurance
2006 Gross Premiums Written — $1,112 million

IS Insurance

John Gressier, Chairman

Marshall Turner, Presidem

AXIS Insurance offers specialty insurance products to a variety of niche
markets globally. AXIS Insurance is structured to encourage innovation
through cross-fertilization of underwriting expertise globally, to provide
immediate access to decision-makers, and to enable producers to deliver
high-quality, valuable solutions to clients expeditiously.

AXIS Insurance was created in January 2005 through the
strategic and operational linking of AXIS Global Insurance
and AXIS U.S. Insurance. This operaticnal linking of
Global and U.S. Insurance in AXIS Insurance reflects our
understanding that many of our clients operate globally,
evaluate their risks on that basis, and design their
insurance programs accordingly. We have created what
we believe 1o be a unigue blend of the traditionat long-
term, relationship-driven approach and an opportunistic
strategy within specific areas.

Throughout AXIS Insurance, we market and
coordinate our product lines on a global basis and, where
we have commonality, we design our backroem and support
functions around similar platforms, improving our efficiency

and, ultimately, our service to our clients. In shart, the
organizational continuity and coordination of AXIS Insurance
allows us to align more closely with our clients’ needs.
Equally important, the greatest berefits that we
derive from this linking of Global and U.S. Insurance lie
in our ability to bring broader management experience
to our strategic and operational plans and a higher level
of expertise to each transaction through peer review.
This allows us to not only design programs that meet
our customers” needs, but also achieve our underwriting
and pricing objectives.
Our peer review processes throughout AXIS
Insurance greatly facilitate the flow of information from the
underwriting front fings to the top level of management on




AXIS Insurance wrote
nearly $2.1 billion
in gross premiums in 2006.
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a daily basis, informing us of changes in market conditicns
as they happen without delay. The same is true in

reverse: There is no delay in communicating group-wide
issues from the highest levels of the Drgan;ization to the
underwriters in the market, so they are fully armed

‘with all available and necessary information to allow

them to tackle the market with confidence. The speed
and detail of this communication enables us to respend
to the market environmeant at a rate that [zaves our
competitors in our wake.

Simply, we believe that we are aware of and
acknowledge the true state of the market sooner than
others in our industry. Equally key, we havnla a commitment
as a company to act on a clear plan of execution that does
not sacrifice our profitability for premium g}omh. Thisisa
mantra that is deeply ingrained in our entire process and
culture, These, together with the unparalle!ed quality of
our team and our extreme prejudice in our risk selection
process, distinguish owr approach.

We have a strong risk management culture which

is constantly evolving. The most significant development

on this front was the major catastrophe events of 2005.
These events demonstrated to us that the tools we use

to measure our catastrophe exposures on an individual

risk basis, and for the portfolio as a whole, did not fully
reflect the expected increased frequency and severity of
occurrences and, therefare, did not meet our standards.

As a result, we took a number cf steps in late 2005

and through 2006 to enhance our pricing and exposure
analyses. We reduced aggregate exposure efficiently

to track within organizational catastrophe risk tolerance
levels and, at the same time, pricing increased by multiples
for many catastrophe-exposed risks io levels appropriate
for our updated view of risk. Qur peer review processes
were critical in strengthening the focus on data quality in
our underwriting processes. In 2006, we were successful in
both reconstructing our property portfolio in line with our
risk-adjusted return objectives and maintaining continuity
with respect to our profile in the marketplace.




AXIS Global Insurance
GPW - By Line of Business
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The strong diversity by product and geography
we have created over time depictad in the charts abave,
coupled with our rigarous underwriting process, allows
us the flexibility to trade from one class of business
to another as we see market canditions alter, and the
ability to focus on overall diversity as we do this.
Notably, towards the end of 2005, we were faced with a
detertorating aviation market, As we substantially reduced
our participation in the aviation market, we focused more
closely on more stable lines, such as professional lines.
Qur focus in 2006, as itis in all market environments,
was on technical price adequacy at the individual account
level. Our growth in 2006 continued to be driven by the
execution of our core strategies in the vast global property
and casualty insurance marketplace. Fundamental to our
strategy is the ability to increase the flow of prospective
risks. We accomplished that in 2006 by selectively adding
underwriters with strong underwriting expertise and market
relationships to our team and by expanding our overall

AXIS U.S, Insurance
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number of producers. We continued our focus on diversifying
our portfolio by product, geography and target customer,
With five years of achievement behind us, we
recently announced a strategic reorganization of AXIS
[nsurance to enhance our position as a global leader in
specialty lines insurance business. This rearganization
institutionalizes the practices ihat have been fundamental
to making AXIS Insurance a leading global specialty
insurer. In this reorganization, AXIS Insurance will have
the following four divisions managed across all geographic
locations: Specialty Lines, Professional Lines, Capital
Risk Solutions and AXIS Select Markets. The Specialty
Lines division will include tradisional praperty and casualty
specialty insurance products. The Professional Lines
division will inctude directors’ and officers’, errors and

batl
)

omissions and other professional lines products. The
Capital Risk Solutions division will include political risk,
terrarism and aviation products. The AXIS Select Markets
Division will include specialty insurance products largely
targeting smaller commercial clients.
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Professional Lines 18% -

Motor s%_b

Catasirophe 30%

_AXIS Re

Liability 13%

Credit and Bond 6%

Property 22%

Other B%

2006 Gross Premiums Written — $1,539 million

AXIS Re

Jahn R. Charman, Chairman
Karl Mayr, CEQ & President, AXIS Re Eurcpe

William A. Fischer, CEO & President, AXIS Re Bermuda
Michael E. Morrill, CEQ & President, AXIS Re U.S.

AXIS Re provides treaty property and casualty reinsurance to insurance
companies on a worldwide basis through its offices in Bermuda, New York
and Zurich. From its start as a worldwide reinsurer of natural and man-made
catastrophe risks, AXIS Re now reinsures traditional property and specialty
risks, as well as casualty, motor, credit and other select risks globally.

Our long-term goal for AXIS Re is to be in the top ten
of worldwide professional reinsurers, as measured
by quality and sustainability of profit and service.
AXIS Re’s focus is on delivering superior‘client service
and shareholder returns primarily through profitable
underwriting of excess-of-loss reinsurancei business, rather
than on maximizing overall market share with premium
volume. "Excess-of-loss” refers to business for which
we begin paying when our customers’ claims exceed a
certain retained amount. '

Across all markets, AXIS Re’s acceptance as a lead

underwriter has expanded considerably since aur inception.

We continue to be in a position to gain larger shares on
attractive accounts and, thus, optimize our portfolio
globally. We build out underwriting and support resources
as necessary to allow us to participate in all material
market segments offering profit potential as measured
by contract and on a portfolio basis and to continue to
provide exemplary service to our growing client base.
Clients of AXIS Re in the U.S. are primarily
specialty insurance companies that seek financially
strong and innovative reinsurance partners. Clients of
AXIS Re in Europe are global and regional European
insurance companies whose primary focus is serving




AXIS Re |
wrote |
over |
$1.5 billion
in gross |
premiums
in 2006.
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insureds in continental Europe. Ail clients of AXIS Re
share our focus on quality underwriting and timely,
accurate claims handling.

Globally, we mitigate exposure to any single client or
production source. No single client representad more than
7% of AXIS Re's gross premiums written in 2008. Also, our
intermediaries’ shares of our global business producticn
mirror thelr shares of global reinsurance premium volume.,

In 2006, AXIS Re continued to focus on further
developing AXIS Re's non-catastrophe-exposed account
in both the U.S. and Europe and on recalibrating our
catastrophe models and worldwide portfolio to reflect
the experiences and lessons of 2005 and 2004, In
Continental Europe, we entered the engineering line of
business, which is a new line for us.

At AXIS Re, we believe modeling must be tied
to prudent commercial negotiation 10 maximize our value
to all stakeholders, and as such, we actively utilize
proprietary and commercially available modefs in our

pricing and accumulation of catastrophic risk. Exceptionally
active hurricane seasons in 2004 and 2005 prompted
AXIS, the reinsurance community and mode! vendors to
revisit many assumptions regarding model usage. Model
evolution in 2006 was primarily focused on the U.S.
market, with some changes outside the U.S. as well.
Model vendors released updated models ir mid-2006.

We made material adjustments to our pricing metrics

well before the release of the updated commercial

vendor models. These adjustments reflected increased
hurricane frequency and demand surge {post-loss inflation)
assumptions and increased capitaf requirements by rating
agencies. More subtle, yet material, changes came with
the official model releases. We proactively addressed our
prospects for improved expected returns on capital by
increasing margin requirements far the business we write.
Pricing tightened in the U.S. market throughout 2006 and,
in fact, demand ocutstripped supply for U.S. Wind perils at
major renewal dates in 2006.

Reinsurance
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Data collection and analysis is a critical part of any
underwriting operation and, certainly, is an integral part
of our underwriting process as a reinsurer. We continue
to focus on acquiring the highest quality data available to
analyze all lines of business. Recent improvements in
our catastrophg_'modEIing'tools, as well as evidence from
the hurricane activity in 2004 and 2005 in the U.S.,
provide ample rﬁotivation to improve data guality beyond
historically acceptable norms. Updated catastrophe
modeling tocls have become more sensitive to variations
in the types of underlying exposure. Currently, we have
special, systems-based initiatives under way in AXIS Re
to improve the data quality utilized in our analysis of
catastrophe exposures.

At AXIS Re, the lag in reporting of losses inherent in
writing a long-tail excess liability book is mitigated through
the proactive use of claims audits. AXIS Re uses a network
of claims professionals, both internal and external to AXIS,
to review our clients' ability and philosophy to properly
and timely report losses as they occur. By using external

professional firms, we are better able to match a client’s
exposures with the specific expertise required. This
contrasts with the typical market practice of relying on
generalist claims knowledge and experience of & solely
in-hcuse claims staff.

Consistent with other businesses at AXIS, ous
reserving methodology for long-tail lines is conservative
and involves substantial input from our indeperdent extemal
actuary. This allows us the advantage of comparing
and contrasting our own observed experience with their
multi-year database.

The property and casualty insurance industry's
recent underwriting results have been the most
profitable in over fifteen years. We have noted a general
continuation of higher cedant retentions and a modest
reduction of limits purchased. However, we believe these
increased retentions promote financial alignment of
interests between cedants and reinsurers and, therefore,
will contribute {0 @ dampened pricing cycle.
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Sir Andrew Large
Aetired Deputy Governar
for Financial Stability,
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Henry B. Smith

Former CEQ, WP Stewart & Co., Ltd.

and Bank of Bermuda Limited

= Audit Committee,
Chairpersan

* Compensation Committee

Maurice A. Keane
Retired Group CEC,
The Bank of Ireland
» Audit Committee

Charles A. Davis

Chief Executive Officer,

Stone Peint Capital LLC

« Corporate Governance and
Nominating Committee

» Executive Committee

* Finance Committee, Chairperson

John R. Charman

Chief Executive Officer

and President, AXIS Capital
» Executive Committee

Jiirgen Grupe

Retired Chairman,

Aon Reinsurance Europe

+ Compensation Committee

Michael A. Butt
Chairman of the Board,
AXIS Capital
 Executive Committee
¢ Finance Committee

Frank 1. Tasco

Retired Chatrman and CEO of

Marsh & McLennan Companies, Inc.

= Compensation Commitiee,
Chairperson

Geoffrey Bell

President,

Geoffrey Bell and Company
= Finance Committee

Christopher V. Greetham
Retired Chief Invastment Officer,
XL Capita! Ltd.

* Finance Committee

Donald J. Greene

Resired Named Pariner,

LeBoeut, Lamb, Greeng

& MacRae, LLP

* Presiding Director

* Corporate Governance and
Nominating Committee,
Chairperson

» Executive Committee,
Chairperson

¢ Compensation Commiitee
Audit Committee

Robert L. Fdedman
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Blackstone Group L.P.
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Cautmnary Statement Regardmg Forward lookmg Statements

This Annual Report on Form 10 K contams forward -looking statements within the; meanmg of the’ .

"uUs. federal securities laws We mtend these forward-looking statements to be covered by the safe harbor

prov131ons for forward-looklng statements m‘the Umted States’ securltles laws‘r In some cases thesé
statements can be 1dentrf1ed by | the use ‘of forward ]ookrng words’ such as may,” “should ” “could »! ,
antrc1pate ”;‘esnmate,” “expect o “plan 7 “beheve " “predlct - “potentlal” and mtend Forward lookmg
statements contarned in’ this report include’ mformatron regardlng our estlmates of losses related to

hurr1canes and other catastrophes our expec;tatlons regardmg pr1c1ng and other market condmons Sur

growth prospects the amoiint of our acqulsltlon COStS, the amoiint of our net losses and loss reserves the

L FANIE T

prOJected ‘amount of our capital expendltures managmg interest rate and forelgn currency rlsks valuatlons'r

_«of potential interest rate shlfts and foreign currency rate changes and measurements of potentlal losses in.
fair market valiles of our investment portfolio. Forward-]ookmg statements only reﬂect our expectatlons

. and are not guarantees of performance: These statements involve risks, uncertainties’ and: assumptlons

.. Actualievents or results may differ materlally from our expectatrons ‘Important factors that'could cause 14
actual events or résults t6 bevinaterially, different from our expectatrons include our losses- related.to™..:,

S

#

Hurrlcanes Katrina, Rita and Wilmaexceeding our estimates'and:the lmpact :of such losses-omrolr -+ -n.: .
reinsurérs being greater than our current assessment. Addmonal important factors'that could causetactua]}_ -

events to, be materlally dlfferent from our expectanons mc]ude (1) our limited operatlng hlstory, (2) the '

LTETNIN

oceurrence- of natural and man-made drsafters (3) actua] clalms exceedmg our loss reserves (4) the fallure‘ :

of any of the loss 11m1tat1on methods we employ,q(S) thejeffects of emergmg clarms and coverage 1ssues .

- (6), the fallure of our cedants to adequately evaluate rlsks,,('l) the loss of one or more- _key executlves (8) a .

dec]me in our ratmgs with ratmg zlgenmes ) 108§ of business provrded to us by Elllr'ma_]or brokers;.

(10) changes in'governmental regulauons (11) increased competmon *(12) general economic condltrorls

n

- (13) changes in the political environimentiof ceTtain countries in'which we operate or underwrite. business :.

"and (14) the other-matiers sét forth ‘under: Ttem-1A, “Risk Factors” included in this report:" We undertake -

st odng o i

- no obhgatlon to update-or revnse publicly : any forward- lookmg statements, whether as'a result 9f new 't 2 . T
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PARTI = .
ITEM 1. BUSINESS | ' ’ '

” “ ” 6

As used in this report, references to “ us,” “our” or “the Company refer to the consohdated
operations of AXIS Capital and its direct and indirect subsidiaries and branches, mcludmg AXIS Specialty
Limited (“AXIS Specialty Bermuda”), AXIS Re Limited (“AXIS Re Ireland”), AXIS Specialty Europe
Limited (“AXIS Specialty Ireland™), AXIS Reinsurance Company (“AXIS Re U.S.”), AXIS Specialty
Insurance Company (“AXIS Specialty U.S.”), AXIS Surplus Insurance Company {“AXIS Surplus U.S.”), .
AXIS Insurance Company (“AXIS Insurance U.S.M), AXIS Re Europe and AXIS Spec1alty London,
unless the context suggests otherwise,

General Development & Busmess

AXIS Capital Holdings lelted (“AXIS Capltal”) is the Bermuda-based holdmg company for the
AXIS Group of Companies. Through our various operating subsidiaries, we provide a broad range of
insurance and reinsurance produets to insureds and reinsureds worldwide with operations in Bermuda,
Europe, Singapore and the United States. Our-business consists of two distinct global underwriting
platforms, AXIS Insurance and AXIS Re.

In November 2001, we established our operations in Bermuda as a worldwide reinsurer of catastrophe
risks and an insurer of global specialty risks accessed predominantly through the Lonidon broker network.
In May 2002, we commenced insurance and reinsurance operations in Europe through our Dublin office.
During 2003, we estabhshed our U.K. branch, AXIS Specmlty London and our Zurich branch, AXIS Re
Europe.

In late 2002 we commenced underwntlng in the United States with the acquItlon of a shell
insurance and reinsurance company licensed in all 50 states and a non-admitted shell insurance company. -,
In early 2003, we added a team of professionals from Combined Specialty Group, Inc. to underwrite
business in the specialty admitted and non-admitted property and casualty insurance marketplace in the -
U.S. and also acquired the renewal rights to a portfolio of professional liability insurance and related lines
of business written by the Financial Insurance Solutions Group of Kemper Insurance Companies.

QOur Business Strategy

Our long-term business strategy focuses on utilizing our management’s extensive expertise, experience
and long-standing market relationships to identify and underwrite attractively priced risks while dehvermg
insurance and reinsurance solutions to our customers. Our underwriters worldwide are focused on -
constructing a portfolio of risks that effectively utilizes our capital while optimizing the risk-reward
characteristics of the portfolio. We exercise disciplined underwriting practices and manage a diverse book
of business while we seek to maximize our profitability and generate superior returns on equity. To afford
ourselves ample opportunity to construct a portfolio diversified by product and geography that meets our,
profitability and return objectives, we have implemented organic growth strategies in key markets
worldwide.

The markets in which we operate have historically been cyclical. During periods of excess
underwriting capacity, as defined by availability of capital, competition can result in lower pricing and less
favorable policy terms and conditions for insurers and reinsurers. During periods of reduced underwriting
capacity, pricing and policy terms and conditions are generally more favorable for insurers and reinsurers.
Historically, underwriting capacity has been impacted by several factors, including industry losses,
catastrophes, changes in legal and regulatory guidelines, investment results and the ratings and financial
strength of competitors.




Our short-term strategies'conform to our long-term objectives but also reflect changes and -
opportunities within the global market place. The following is.an overview of the insurance and. .
reinsurance market since our first full year of operations in 2002 together with a discussion as to how the
Company has evolved during this period. : : : : v

We were established in late 2001 to take advantage of the significant imbalance that had been created
between the demand for insurance and reinsurance and the supply of capacity from adequately capltallzed
insurers and reinsurers. Pricing and deductibles were increasing dramatically and policy terms and -
coverages tightening across many specialist lines of business. In a short period of time following our
formation, we were able to assemble a diverse portfollo of specialist insurance risks. We also established a’
property reinsurance portfolio largely comprising worldwide catastrophe exposure. Since our inception, we
have focused our efforts on identifying and recruiting talented specialist underwriters and diligently
building our infrastructure to access and analyze rrsks for our global portfolio and to deliver service of the
highest quallty to our clients. . . o : :

. r L Y Lo AR T,
During 2003, we were able to further diversify our global busmess by:adding select underwrltmg teams
and infrastructure in the U.S. and'in Europe: Specifically, we established a meaningful presence in the
wholesale insurance market in the U.S.; which allowed us to quickly take advantage of favorable market
conditions. We also entered the professmnal lines insurance business through a renewal rights. transaction
and simultaneous recrultment of an underwrmng team from Kemper The shortage of capacrry for U.S.
professional lines reinsurance business served as an opporturuty for further dwersrﬁcatron of our global
treaty reinsurance business and estabhshment ofa local presence in the U.S. reinsurance marketplace By
the end of 2003, we had also established a local presence in the Continental European reinsurance
marketplace: We have been able to further develop our global catastiophe and property portfolios and
diversify into other traditional European treaty remsurance busmess mcludmg motor.liability and credit

and bond. . . Lo

The strong dlversny by.product and geography we have created over time, coupled with our rigorous .
underwriting processes, allows us the flexibility to trade from one class of business-to another as we see
market conditions alter and the ability to focus on overall diversification as we do this. Notably, towards
the end of 2005, we were faced with a deterroratmg aviation insurance market. As we substantlally reduced
our partrcrpatlon m the aviation market, we focused rnore closely on more stable hnes such as professmnal
lines. We contmue to selectlvely add underwrrtmg expertlse and broaden our producer relatlonshlps to find
additional opportunities. . , B

. . at

Competition B S ) | S

The insurance and reinsurance industry is highly competitive, We compete on an international and °
regional basis,with major U.S., Bermuda;-European and other international insurers and reinsurers and
with underwriting syndicates, some of which have greater financial, marketing and management resources
than we do.-We also compete with new companies that continue to be formed to enter the insurance and
reinsurance markets. In addition, capital markets participants offer alternative products that are intended .
to compete with reinsurance products. Increased competition could result in fewer underwriting
submissions, lower premium rates and less favorable policy or contract terms, which could have a matenal
adverse impact on our growth and profitability. Competitive information by segment is included:in each of
the segment discussions below. '

oo oL T . Loy

Segment Information CatT e e et

We operate through the following business segments; insurance and reinsuratice.' Ouri inSurance
segment is further divided into two sub-segments: global insurance and U.S. insurance. We' evaluate the
performance of our segments based on underwriting results. Many of our lines of business have loss




experience characterized as low frequency and high severity, which may result in volatility in our segments’
operating results and cash flows. We do not allocate our assets by segment as we evaluate the underwriting
resuits of each segment separately from the results of the investment portfolio. Financial data relating to
our segments is included in our Consolidated Financial Statements presented under Item 8 of this report.-.

The following discussion of the Company’s business segments is organized as follows: (i) lines of
business; (ii) methods of dlstrlbutlon (iii) underwriting and risk management; (1v) ceded reinsurance; and
(v) competition. ! . - | ' -

Insurance Segment : B '
Lines of business '
Foliowing are the lines of business in our global insurance sub-segment: P .

» Property: provides physical damage and business interruption coverage for industrial properties
and physical damage, business interruption and liability coverage for onshore energy property and
operations. Coverage relates to both catastrophic and non-catastrophic events.

"«” Marine: provides coverage for hull, liability, cargo and specie and recreational marine risks. These
risks include property damage or physical loss to sh:ps pollutlon damage caused by vesselson a
.sudden and accidental basis and protection for general cargo and the contents of armored cars, -
vaults, exhlbmons and museums This line of busmess also provides physwal damage busmess '
interruption and liability coverage for offshore energy property and operatlons '

e Terrorism and war risk:  includes coverage for physical damage and associated busmess interruption
© of an insured following an act of terrorism and specific war coverage for the interests not otherwnse
covered in our aviation and marine hull and liability business.

s Aviation and aerospace: primarily inctudes hull and liability coverage for passenger and cargo
airlines and privately owned aircraft, select aviation preduct liability coverage, and to a much lesser
extent, physical damage coverage on satellite launches and satellite liability. -

e Political risk: generally provides protectlon against soverelgn default or soverelgn actions resultmg

" in impairment of cross-border mvcstments for banks and major corporations. It also provides .
protection on structured credit based transactions wherfe lenders seek to mitigate some of the non-
payment risk of their borrowers.

. Profess:onal lines and other specialty: primarily consist of directors’ and officers’ and errors and
,omissions liability coverage.

" For the majority of our global insurance business, gross premiums are written throughout the year.
Exceptions to this are the business written in our aviation and aviation war accounts, whichis + - »
predominantly written in the last quarter of the calendar year, and our property business for which two
significant renewal dates are April 1 and July 1. In addition, the timing of the premiums that we write for
our political risk business is variable. Customers in global insurance include major companies in the airline,
banking, multimedia and natural resources industries. During 2006, no customer accounted for more than
10% of gross premiums written within giobal insurance. - .

Following are the lines of business in our U.S. insurance sub-segment:

» Property: provides coverage for physical damage and business interruption primarily with respect
to commercial properties. The book consists of both prlmary and excess risks, some of which are
catastrophe-exposed.




e Professional lines: ~primarily consrsts of coverage for directors’ and officers’ l1ab111ty, errors and
~;~ omissions liability and employment practices liability. :

[ . ,

e Liability: primarily targets casualty risks in the U.S. excess and surplus lines markets. Target

- +rclasses include mercantile, manufacturing and building/premises, with particular emphasis on
commercnal and consumer products commercial construction and miscellaneous general liability.

o Other specza[ty prrmanly provides employee med1cal coverage for self-insured, small and medlum
s1zed employers for losses in excess of a retention.

L -
For the majonty of our U.S insurance business, gross premiums are written throughout the year,
however, for our primary property business two significant renewal dates are April 1and J uly 1. Many.of
the property and casualty insurance products are for non- standard and complex I‘lSkS U.S. insurance has
the ability to write business on an admltted basrs usmg forms and rates as filed with state insurance -
regulators and on a non-admitted basrs or surplus lines basis, with’ ﬂexrblhty in forms and rates as these are
not filed with state regulators. Havmg access to non- admrtted carriers provrdes the pricing flexibility = .
needed fo write non-standard coverage. Durmg 2006, no customer accounted for more than 10% of gross
premiums wntten wrthm U. S insurance. - P
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Methods of Dasmbuuon ) ' ,
Our global insurance sub-segment operates from offlces based in Bermuda and Europe and provides
specialty lines coverage predomrnantly through the London broker network and mtermedlarles Qur U.S.
insurance sub-segment operates from offrces throughout the US. and provrdes coverage through a variety
of channelsinthe U.S. . ’ ‘ .

1 '

T '

- We produce our business pnmanly though insurance brokers worldwide, who receive brokerage fees
upfront. In addition'to using brokers, some insurance products are also distributed through managing
general agents and underwriters, Our management and underwriting team have longstanding relationships
with key insurance brokers, such as Marsh Inc., Aon Corporation and Willis Group Holdmgs Ltd.

Gross premrums written by broker, shown 1nd1v1dually where premlums are 10% or ‘more of the total,
were as follows: © .+ - o 4 . L
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Year ended December 31

_ , Ny 2006 _ 7005 3004 _ .
' : Co (In thousands)

Marsh®:. .. ..... el e $ 340, 976 "+ 16. 5% $ 385489 20.6% $ 533,037 27.8%
AOn .. it e 31138 (15.0% 256,729 T13.7%: - 337,293 17.6%
Willis............ T S 0224842 109% 189,702 - 10.1% 221,757 11.6%
Other brokers. . ..2: vwwfinn oo -+ 915437 442% . TIB065 42, 6% - 719,598 37.4%

Managing general agencies and ‘ Y .
underwrrters and drrect. SRSRRERD 278,074 13.4% 245,032 13.0% , 107,878 . 5.6%

" Total gross premiums wrltten. . . $2 070,467 100.0% $1,875,017 100.0% $1,919,563 ' 100.0%

Underwriting and Risk Managemenr RPN . ' .. o

s L . .. .. t < ..
“Submit. AXIS” is a unique, web-based policy submission system that we developed for our global
insurance sub-segment. Developed in late.2001 for brokers in the London market and enhanced in 2003,
Submit.AXIS allows brokers-to provide details of a-policy submission via the Internet so that our .
underwriters may review online submission details and relevant policy documentation. The system provides
local and group management with submissions information, acts as a repository for documentation, assists
with market intelligence, assists with global clearance, and enables local and international peer review.
Although we have been taking submissions electronically since inception, the London market has began a




number of initiatives which will eventually allow for full electronic submission and ptacement across the
industry. We are working closely with the key London brokers and several of the key IT/support firms to
actively support these projects.

Since 2005, we have developed our “Underwriter Workstation” in U.S. insurance, which acts as the
workbench 1ool for underwriters for all lines of business in the segment. This system contains a submission
module, clearance function, captures all underwriting details and interfaces in real-time with our cash &
billing system. The Underwriter Workstation assists with core pricing and underwriting processes and
provides a consistent data feed to our underwriting accounting system The system allows for complete and
consistent data capture and issues quotes and binders.

For our global insurance sub-segment, internal underwriting controls are exercised through a “senior
peer review panel” comprised of several senior underwriters within this sub-segment. Proposal details for
each risk we consider underwriting reside in Submit. AXIS and can be reviewed by all underwriting staff.
For some lines of business in this segment, we have developed strict guidelines and risks can be bound
within those gu1delmes subject to peer review by a team of underwriters, For the vast majority of our
business and for any exceptions to the guldclmes discussed above, risks are peer reviewed by the “senior
peer review panel” on a daily basis by means of Submit. AXIS and a daily conference call. A daily
conference call log is maintained of all the risks discussed and this, together with a daily underwriting log
of all risks written within each underwriting ofﬁce is reviewed and approved regularly by the “senior peer
review panel”. ' :

Our U.S. insurance sub-segment also has a review process in place. Dué to the large number of
submissions received and the generally smaller net retentions on this business, we use a modified peer
review process whereby every account is reviewed by two or more underwriters before a risk is bound and
only risks that have the approval of a senior officer are bound. Depending upon the risk’s characteristics
and our underwriting guidelines, the risk may also be reviewed by a senior underwriting panel.

We use a variety of proprietary and commercially available tools to quantify and monitor the various
risks that we accept as a company. Our proprietary systems include those for modeling risks associated with
property catastrophe, terrorism risks, and various casualty and specialty pricing models as well as our
proprietary portfolio risk model. With respect to the catastrophe-exposures, we utilize Risklink version 6.0.
licensed by Risk Management Solutions (“*RMS”} to price and to accumulate individual risks for our
commercial property and onshore energy books. This analysis is then combined with the analyses of our
reinsurance segment to monitor group-wide aggregate exposures. For terrorism perils, we use the RMS
Probabilistic Terrorism Model as well-as a tool developed by RMS to measure accumulations around select
targets on a deterministic basis. To price and accumulate our offshore energy business in our global
insurance sub-segment, a modeling tool licensed by RMS is used as a component of our analyses of this
business. Due to limitations on the modeling of offshore energy exposures, significant underwrlung
judgment is also required. .

With respect to the non-catastrophe exposed business in our U.S. insurance sub-segment, we generally
analyze specialty insurance contracts using a variety of rating models. Where applicable, our models draw
upon industry information, including historical trend, loss development and settlement patterns, claim
frequency, claim severity, and pricing information licensed from Insurance Services Office, Inc. (“ISO”),
AMS-Rackley, Institutional Shareholders Services, and Advisen Ltd.

In addition to the above technical and analytical practices, our underwriters use a variety of factors,
including specific contract terms and diversification of risk by geography and type of risk, to manage our - -
exposure to loss. Substantially all business written is subject to aggregate limits in addition to event limits.




Ceded Reinsurance-

Our insurance segment purchises treaty and facultative reinsurance to reduce exposure to large losses
or a series of large losses. Facultative reinsurance provides for all'or a portion of the insurance - provided by
a single policy and each policy reinsured is individually negotiated. Treaty reinsurance provides for a -
specified type or category. of risks. Our reinsurance agreements are written on either an excess of loss or
quota share basis. Excess of loss covers provide a contractually set amount of cover after an excess point
has been reached. This excess point can be based on the size of an industry Joss or a fixed monetary
amount. These covers can be purchased on a package ‘policy basis, which provide cover for a number of
lines of business within one contract. Quota share covers provide a proportional amount of coverage from
the first dollar of loss. All of thesé reinsurance covers provide for recovery of a portion of losses and loss
expenses from reinsurers. We remaln llable to the extent that reinsurers do not meet their obltgatlons
under these agreements. o

) In-late 2006 we created a new integrated Ceded Reinsurance Unit within our insurance segment that
coordinates our reinsurance purchasing activities to improve efficiéncy and conSIstency and take advantage
of any new opportunities in the marketplace.

‘All of our reinsurance is subject to financial requirements specified by our Reinsurance Security
Committee. This committee, comprising senior management personnel, maintains a list of approved
reinsurers, performs credit assessments for existing and potential counterparties, determines counterparty
tolerance levels for short and medium tail business, monitors concentrations of credit risk and provides
recommendations in respect of reserves required for non-coltectable reinsurance. It is generally the -
Reinsurance Security Committee’s policy to require reinsurers which do not meet counterparty security-
requirements pre-approved by the committee to provide collateral. et

. . . s +

Competman

' .
By ‘ -

In our global and U S. insurance sub segments where competltlon tends to be focused more on .
availability, service and considerations other than price, we compete with insurers that provide property -
and casualty based lines of insurance such as: ACE Limited, Allianz Group, Allied World Assurance
Company, Ltd., American International Group, Inc., Berkshire Hathaway, Inc., Chubb Corporation,
Factory Mutual Insurance Company,, Lioyd’s of London, Mumch Re Group, Swiss Reinsurance Company,
Zurich Financial Services and XL Capital Ltd: We beheve we achieve a competitive advantage through the
strategic and operational linking of our global msurance and U.S insurance sub-seégments, which allows us
to design our insurance programs on a global basis in allgnment with the global needs of many of our -
clients. :

Reinsurance
Lines of Business

The following are our lmes of busmess we wrtte on both a treaty and facultative basis in our
reinsurance segment: -

¢ Catastrophe: provides protection for most catastrophic losses that are covered in the underlying
insurance policies written by our ceding company clients which is principally property exposure.
This business also consists of contracts covering non-property exposures, including workers
compensation, personal accident and life. The principal perils in this portfolio are hurricane and
" windstorm, earthquake, flood, tornado, hail and fire. In some instances, terrorism may be a covered
peril or the only peril.

o Property: includes reinsurance written on both a pro rata and a per risk basis and covers
underlying personal lines and commercial property exposures. Property pro rata treaty reinsurance




covers a cedent’s aggregate losses from all events in the covered period on a proportional basis.
Property per risk treaty reinsurance reinsures a portfolio of particular property risks of ceding
companies ot an excess of loss basis.

e Professional Liability: covers directors’ and officers’ liability, employment practices llablhty,
medical malpractice and miscellancous errors and omissions insurance risks.

o Credit and Bond: consists principally of reinsurance of trade credlt insurance products and
includes both proportional and excess-of loss structures. The underlying insurance indemnifies
sellers of goods and services against a payment default by the buyer of those goods and services.
Also included in this book is coverage for ceding insurers against losses arising from a broad array
of surety bonds issued by bond insurers principally to satisfy regulatory demands in a variety of
jurisdictions around the world, but predominantly in Europe.

¢ Motor:  provides coverage to insurers for motor liability losses ansmg out of any one occurrence.
The occurrence can involve one or many clalmants where the ceding insurer aggregates the claims
from the occurrence.

o Liability: provides coverage to insurers of standard casualty lines, including auto liability, general
liability, personal and commercial umbrella and workers’ compensation.

‘e Other: includes aviation, engineering, marine, personal accident and crop reinsurance..

During 2006, no customer accounted for more than 10% of gross premiums written within our
reipsurance segment.

Methods of Distribution

Qur reinsurance segment operates through offices based in Bermuda, the U.S. and Europe and
provides treaty property and casualty reinsurance to insurance companies on a worldwide basis. Treaty
reinsurance contracts are contractual arrangements that provide for automatic reinsurance of any agreed
upon portion of business written as specified in a reinsurance contract. Contracts can be written on an
excess of loss basis or a pro rata basis, also known as proportlonal

We produce our business primarily though brokers worldwide, who receive brokerage fees upfront
Our management and underwriting team have longstanding relationships with key reinsurance brokers,
such as Marsh, Inc, including its subsidiary, Guy Carpenter Company, Inc, Aon Corporation, Willis Group
Holdings Ltd., and Benfield Group and with many ceding companies.

Gross premiums written by broker, shown individually where premiums are 10% or more of the total,
were as follows:

Year ended December 31
2006 - 2005 2004
(In thousands)

Marsh .................. [P " $ 548,016 35.6% $ 566,440  373% $ 376,245  34.4%.
AON . 313,766  204% 274,418 18.1%- 245743 " 22.5%
Benfield.................o o0 233,880 152% 186,177 . 123% 153,542 14.1%
Otherbrokers. .................... 390,671  254% 387,604 25.4% 293371 268%
Managing general agencies and _ )

underwriters, and direct.......... ] 52,236 3.4%. 104,229 6.9% 23,847 2.2%
Total gross premiums written. . .. ... $1,538,569 .100.0% $1,518,868 100.0% $1,092,748 100.0%
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Underwriting and Risk Management

* Al risks in our reinsurance segment are reviewed by a senior underwriter. If the risk meets our
internal guidelines for exposure and profitability, it is referred for further analysis to one of three éxecutive
officers who coordinate oiir reinsurance underwriting activities in Bermuda, the U.S. and Europe.
Following approval by one of these three executives, contracts presenting significant exposures ot with
liability exposure are made available for review by at least one of the three executive officers in our
reinsurance segment or the Company’s Chief Executive Officer for final comments. In every case, the
review process is completed before we commit contractually. _ ot

Additionally, for catastrophe exposures, we ensure that pricing methodology is consistent and
appropriate throughout the segment through the use of proprietary rating and accumulation tools,
underwriting authority limits and frequent communication. All business is rated using the same basic risk -
measurement standards to ensure consistency within the segment. All offers, quotes and bound lines are -
circulated daily to the senior reinsurance underwriters within the segment to allow for feedback and
commentary. This process ensures that the knowledge base and experience of the segment is available to
all underwriters to supplement the technology that we use to price our business.

We use a variety of proprie'téry and commercially available 10ols to quantify and monitor the various
risks that we accept as a company. Qur proprietary systems include those for modeling risks associated with
property catastrophe, workers’ compensation, terrorism risks, and various casualty and specialty pricing
models as well as our proprietary portfolio risk model. For the analysis of our catastrophe-exposed
business, we use four natural catastrophe modeling tools (Risklink version 6.0 licensed by RMS, Classic/2
and CATRADER version 7.5 licensed by AIR and WORLDCAT Enterprise licensed by Eqecat). For the
analysis of terrorism-perils, we license the RMS Probabilistic Terrorism Model. In addition, we have
developed an internal proprietary application, the “Reinsurance Work Station”, (“RWS”), which allows us
to track the results from each of these models for both pricing and accumulation purposes. For our
underwriters focused on property.reinsurance business, the system supports pricing and aggregation and
interfaces with the catastrophe models used by our underwriters: From this base, we have expanded the
" system to address non-property business written worldwide by AXIS Re and this enhancement is currently -

used in our Continental European reinsurance operations. RWS will eventually serve as the sole
underwriting application used by all lines of business within our Reinsurance segment. Our modeling,
system (including an aggregate exposure management tool) allows the underwriting team, in conjunction
with the actuarial team, to a_rialyze risk exposure on a per peril (for example, fire, flood, earthquake) and a
geographic basis. If a program meets our underwriting criteria, the proposal is evaluated in terms of its
risk/reward profile to assess the adequacy of the proposed pricing and its potential impact on our overall
‘returnoncapital. S y '

For our property pro rata business, we.use a combination of actuarial techniques and catastrophe
modeling. We use actuarial techniquies to examine our ceding companies’ underwriting results as well as
the underwriting results from the companies with comparable books of business and pertinent industry
results. In our property per risk business, we rely almost exclusively on actuarial techniques. Although per
risk tréaties may include exposure to natural perils, catastrophe modeling systems are generally not used,
largely because the cedents do not generally provide location level information that will allow accurate’
measurement of exposure to per risk treaty structures. To minimize this impact, we generally participate in
middle to upper layers where the natural catastrophe ‘element of exposure is minimized. :

For our non-property medium and long-tail reinsurance business in the U.S., we use standard |
experience rating and exposure rating pricing models. The pricing parameters in these models are drawn
from a number of industry sources (ISO, National Council on Compénsation Insurance, Inc., Cormnerstone
Research, Jury Verdict Data, and the National Practitioners Data Bank) and are supplemented with
information compiled from clients’ submissions.’ . . " :
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For our non-property medium and long-tail reinsurance business in Europe, we work almost -
exclusively with our in-house built actuarial model based on perceived market standards in respect of
experience, exposure, extrapolation and simulation techniques. To a very large extent, the pricing -
parameters are drawn from information compiled from clients’ submissions and supplemented with
publicly accessible mformanon where appropriate.

In addition to the above technical and analytlcal practices, our underwnters use a variety of factors,
including specific contract terms and diversification of risk by geography and type of risk, to manage our
exposure to loss. Substantially all business written is subject to aggregate limits in addition to event limits.

Competztzon

In our reinsurance segment where competition tends to be focused on avanlablhty, service, financial.
strength and considerations-other than price, we compete with reinsurers that provide property and.
casualty based lines of reinsurance such as: ACE Limited, Arch.Capital Group Ltd., Allied World
Assurance Company, Ltd, Endurance Specialty Holdings Ltd., Everest Re Group, Ltd., General Re
Corporation., Hannover Re Group, Harbor Point Ltd., IPCRe Limited, Lioyd’s of London, Max Re -
Corporation, Montpelier Re Holdings 1td.,, Munich Re Group, PartnerRe Lid., Platinum Underwriters
Holdmgs Ltd., OBE Re Ltd., Renaissance Re Holdmgs Ltd., Signet Star Re, LLC SCOR. Group, Swiss
Reinsurance Company, Transatlantic Holdings Inc. and XL Capital Ltd. We believe we achieve a,
competitive advantage through our technical expertlse that allows us to respond quickly to customer needs
and provide quahty and innovative underwntmg solutions. In addition, our customers highly value our
exemplary semce strong capitalization and financial strength ratings.

]

' Technology

We have developed a number of soph1st1cated technology platforms to support our-underwriting
activities worldwide. We believe our use of technology and our business model allows us to maintain a low-
cost infrastructure and efficient underwriting operations. In addition, we believe our technologies provide
us with competitive advantages as we seek to improve our relationships with our customers, provide
enhanced levels of customer service and optimize our internal decision making process.

Management’s directive to our information technology department is to implement a technology
platform to support efflmency, facilitate a dynamic and opportunistic business plan and, therefore, sustain -
competitive advantage To achleve this, the department works to provide scalable platforms supporting
growth while ensuring rehab1hty, redundancy and failover. Critical in the development of these platforms
are the efficient receipt, processing and transmission of information from and between business partners,
clients, employees and management '

In 2006, we continued to improve the overall capacity, reliability and recoverabﬂlty of dur global -
network infrastructure. We completed an overhaul of our global email environment to accommodate
growth and improve capabilities. We also updated our WAN and LAN infrastructure to accommodate
greater data capacity for our critical business ‘applications. We successfully completed multiple disaster
recovery tests of key office locations.

We are committed to identifying and deploying technologies that enhance our processing and
underwriting capabilities and simultaneously enable us 1o realize additional operating efficiencies.
Clalms Management

We have claims teams located in Bermuda Burope and the Umted States. Qur claims teams provtde
global coverage and claims support for the insurance and reinsurance business we write. The role of our
claims units is to investigate, evaluate and pay claims efficiently. We have implemented claims handling-
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guidelines and claims reporting and-control procedures in all of our claims units. To ensure that claims are
handled and reported in accordance with these guidelines, all claims matters are reviewed during a weekly
claims meeting. The minutes from each meetingare also circulated to our undeérwriters; senior - - g
management‘and our independent actuaries. To maintain communication between underwriting and -

. claims teams, claims.pérsonnel regularly report at underwriting meetings and"frequer_ltly' attend client - .

- meetings. . R R L B cepet

. When we receive notice of a claim, regardless of size, it is recorded within our underwriting and claims
system. To assist with-the reporting of significant claims, we'have also developed a large claims information
database, or LCID. The database is primarily used to “fiash report” significant events and potential
in§1'1rgmce or rei_nsurapge losses, re.gardless of wh_e_the_r we have expo_sure..Wher'é we have €XposuTe, jhé; ‘
system allows a direct notification t0 be instantly communicated to underwritefs and senior management
‘worldwide. Similarly, for natural catastrophes such as hiirricanes, we-have developed a catastrophe |
database that allows for the gathering, blending and reporting of loss informationas it develops from early
modeled fesults to fully adjusted and paid losses. " ‘ L ‘ o
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L - et . P - o
Pl T N - T I .

Reserves

g [ P + . . . . "

We establish reserves for losses and loss expenses that arise from our-insurance and reinsurance .
products. These resérves are balance sheet liabilities representing estimates of future amounts required to
pay losses and loss expenses for insured or reinsured claims that have occurred at or before the balance -+ -

- sheet date, whether already known or QQ; yet reported. Our !c;ss reserves are established based upon our -,
estimate of the total'cost of claims that weré reported to Us but not yet paid, (“case résérves”), the costs of

" additional case reserves on claims reported to us but not corisidered to be adequately reserved (“ACR”), -
and the anticipated cast of claims incurred biit'not yet réporied to tis (“IBNR”). For a discussion’of the i
methods used to establish ou ultimate claiin-liabilities refer to Item 7, Critical Accounting Estimatés—: *
Reserve for losses and loss expenses. SRNE oo .o Teear st

L ¥ . 1.
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The following table shows the subsequent development of the estimated year-end liability for net
unpaid loss and loss expenses since our inception. The “cumulative redundancy” represents the aggregate
change with respect to that liability originally estimated. The table also shows the cumulative net paid
amounts as of successive years with respect to the net reserve liability. Conditions and trends that affected
development of liabilities in the past may not necessarily occur in the future, Accordingly, it is -
inappropriate to anticipate future redundancies or deficiencies based on historical experience.

- . ‘ . Year ended December 31 * ' :
7601 . 2002 2003 - . 2004 . . 2005 2006
. . _(i|‘1‘tl_musands) - l
Gross reserve for losses and . o A o

loss expenses ........ SR . $963° $215934 § 992,846 '$2,404560 $ 4,743,338 § 5,015,113
Reinsurance recoverable . . . .. . —'  (1,703) (124,899)  (596,299) (1,518,110) (1,359,154)
Net losses and loss expenses’ , o L o \

TESEIVE. .. it rninennnnnns 963" 214,231 867,947, 1,808,261 '3,225',228 3,655,959
Net reserves reestimated as of: ' o ' ‘
1Yearlater.................. $165 $158,443 % 686,235 $1,425265 $ 3,008,692
2Yearslater................. 165 141,290 539,110 - 1,147,866
3Yearslater.”..... .. .0 165 109,711 - 434,221 - S
4 Yearslater............. 196 97981 = . - : ‘.
5Yearslater............ e <196 S
Cumulative redundancy . ....." * 767 ° 116250 433,726 ° 660,395 ' 216536
Cumulative Net Paid Losses, . -

1 Year later. . ... e soeer $15 $.46,096 8 113,024 § 333,543 ,$. 898,562 '
2 Yearslater........ s 125 - 55437, 175235 475,721 .

3 Yearslater................. 165 73,647 210,100 C T

4 Yearslater................. 196 69,118 i
5Yearslater................. 196

For an analysis of paid, unpaid and incurred losses and loss expenses and a reconciliation of beginning
and ending losses and loss expense reserves for 2006, 2005 and 2004 together with information regarding
the development of prior year loss reserve estimates refer to Note 7 of the Consolidated Financial
Statements included in Item & of this report,
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Cash-and Investments .+- - ot T T

The table below shows our portfolio of investments and cash and cash equf{féients: '

a.l,",_ L N . . = , . . o v . "_.’},ﬂ e Lt vE ... "::
D iz o Pefpe . ST B .- At December31. . e
i . . . 2006 - . 2005-

T, e e o e TAmortized - - ' ¢ 1 Amortized VT - o

o gy LN ot Ui e ae i T Cost ~-» _FairValue. . _ . Cost- ., _Fair Value

R I : ) i o ] "(inthousands) -

U.S. govérnment’and agency securitiés ..., $1,190,700 $1,177,911-°$1,589,640 ' $1,572,411

Non U'S. government securities, ..~ ... 05 ..0 0. 7 ° "146,847- - 153258 - 143,534 -137,496

_COrb@;r'ate'aebt"s‘ecurities‘.‘. ’ 1423146 1,418,553 1,236,928 ' “1,219.878

Mortgage-backed'securities... .. ... e 2,896,362 2,868,578 3,466,324 - 2,433,649

Assetbacked Seeurities Lt oL 5401187 U538,380 295,043 " 291,824
Municipals ......... e S 371,076 376,073 359,529 357,167 .
Total Fixed Maturities.......... e 6,574,249 6,532,723 6,090,998 6,012,425

Cash at investment managers, net of unsettled o .

trades. ... ... e e s 811,295 811,295 . 197,604 197,604

- Total Invested Assets .......0 ...l lulonn, 7,385,544 7344018 ' '6,288,602 ' "6,210,029

Other cash and cash equivalents....0....0.0 ... 1,115,807 . '1,115,807 1,083,310 - 1,083,310

‘Total Cash ;h_‘fd Fixed Maturities...0.0.......  $8,501351 = $8,459,825 $7371,912. - $7,293,339
" Other IVESHENLS. . o oeveeesivneeecnees - 130664 o, ... 409,504 -

Total cash and invesments ................... ' ~ $9,590,489 .+ $7,702,843

!‘;|”Ou_1', gurgent‘in_\{cgtple‘nt‘str__atqu seeks to preserve principal and maintain liquidity while trying to,
maxiniize investment return through a high quality, diversified portfolio. In this regard, at December 31,5,

2006 and 2005, our investment portfolio consisted primarily of fixed income securities and cash and cash .

equivalents. A significant portion of our fixed income securities and cash provide liquidity to settle claims
which arise from our operations.and as such, at December 31, 2006 and 2005, all of the fixed income
securities were investment grade with 84.1% and 82.1%, respectively, rated AA- or better, with an overall .«
“weighted average rating of AA+, based on ratings assigned by Standard & Poor’s. Our investment policyis " -
fo ifivest prinfarily in debt instruments of high crédit quality issuers and to limit the amount of credit’ -
expostré with réspect to particular ratings categories arid any one issuer. Within this fixed income -~
portfolio; we attempt to limit our credit exposure by puichasing fixed income-investments rated- BBB- or
higher. In‘addition, we have limited ouir exposuire t6 any single corporate issuer to 5%-or less of éur © ‘4
portfolid:for secuirities rated A-/A3 Gr abovearid 2% or less of our portfolio for securities rated between:
BBB-/Baa3 and BBB+/Baal. At Decembér-31, 2006 and 2005, we'did not have an aggregate exposure to*
any single issuer of 10% of more'of our shareholders’ equity, othér than'with respect to U.S. governmient
and agéncy securities. ' T T R A : S

.- v '

. PR [ B U R Y L ' - :
.y The current duration target range for our investment portfolios is two.to, four years..The duration of,, -+ -
an investment is based on the maturity of the security and also reflects the payment of interest and the -

S5 B EFRY RN . .

- Ly . - . PO . . L N : tLg
possibility of early principal payment of such security.. We seek to use investment performance benchmarks

that reflect this duration target. Management periodicai}y. revises these investment benchmarks based oi} .
business and economic factors, including the average duratipn of our potential liabilities. At December 31,.
. 2006.and 2003, our invested assets (assets under management by external investment-managers) had an. "
approximate average duration of 3.0 years. When incorporating our operating cash into this calculation,
tlje average duration at December 31, 2006 and 2005 is reduced to 2.6 years. ' '

The finance comniittee of our board of directors establishes our investment policies and credfes -
guidelines for external investment managers. Management implements the investment strategy with the
assistance of those external managers. These guidelines specify minimum criteria on the overall credit.
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quality and liquidity characteristics of the portfolio and include limitations on the size of some holdings as
well as restrictions on purchasmg some types of securities.

Beginning in 2004, we began to allocate funds to our other investments portfoho aspartofa
diversification program. These funds represent a portion of our capital and are invested to maximize
investment returns within a defined level of risk over a longer period of time, while reducing the
correlation of returns with those from US high grade fixed income securities. The finance committee of
our board of directors review each of these investments made to ensure they are within our approved
strategic and tactical asset allocation targets. Other investments portfolio consists of collateralized loan
obligations (“CLOs”), investment funds (such as short duration high yield fund, credit funds, and fund of
hedge funds) and life settlement contracts. We account for other investments at fair value (see Item 7,
Critical Accounting Estimates—Other Investments). The table below summarizes the fair values of other
investments:

At December 3

2006 2005
A (in thousands)

. -Life settlement contracts. . ... . .. e s $ 371,767 $ —
Collateralized loan obligations. . . ............couuevnn... 263,621 192,986 ,

“Fundofhedge funds. . ..............oooiiiiiiin, 235377 106,077

Creditfunds. ... it it 156,337 48.897

Short duration highyieldfund ........................... 97,562 61,544

Total . ..o e e s $1,130,664  $409,504

For additional information regarding the investment portfolio, including analysis of sector, rating and
maturity distributions, refer to Note 6 of the Consolidated Financial Statements, included in Item 8. For
information on the performance of our mvestment portfolio in 2006, 2005 and 2004 refer to Item 7 of this
report. -

Ratings

Ratings by independent agencies are an important factor in establishing the competitive position of
insurance and reinsurance companies and are important to our ability to market and sell our products.
Rating organizations continually review the financial positions of insurers, including curselves. Standard &
Poor’s maintains a letter scale rating system ranging from “AAA” (extremely strong) to “R” (under
regulatory supervision).. A.M. Best maintains a letter scale rating system ranging from “A+ +"” (superior)
to “F” (in liquidation). Moody’s Investors Service maintains a letter.scale rating from “Aaa” (exceptional)
to “NP” (not prime). Our insurance subsidiaries have been rated “A” (strong) by Standard & Poor’s, which
is the sixth highest of twenty-one rating levels, and “A” (excellent) by A.M. Best, which is the third highest
of fifteen rating levels. AXIS Specialty Bermuda, AXIS Re Ireland and AXIS Re U.S. are rated “A2”
(good) by Moody’s Investors Service, which is the sixth hlghcst of 21 ratmgs The objective of these ratings
systems is to assist policyholders and to provide an opinion of an insurer’s or reinsurer’s financial strength

and ability to meet ongoing obligations to its policyholders. In addition, our $500 million of senior notes
were assigned a senior unsecured debt rating of Baal (stable) by Moody’s Investors Service and BBB+
(stable) by Standard & Poor’s. Our Series A and B preferred shares are rated Baa3 (stable) by Moody’s
Investors Service and BBB- by Standard and Poor’s. These ratings are subject to periodic rev1ew by, and
may be revised downward or revoked at'the sole discretion of the rating agencies.

Administration

We outsource a number of functions to third parties that can provide levels of service/expertise in a
more cost-efficient manner than we could replicate internally. In certain areas this also provides us with
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the flexibility to adjust quickly our administrative infrastructure and costs in response to changing market
conditions. Functions that we outsource or partially outsource include, but are not limited to the following:

- & bulk contract processing and administration;
e actuarial '(resérlvin;g) services; t
"o internal audit and Sarbanes-Oxley 404 management tcsrfihg;
 investment accounting services; and o
‘9 cléims p’i"oceséing.':‘_ , A ' )
Regﬁlﬁﬁ_on . L . L ‘ .
General R '
" The business of insurance andire_insura;nce is régrplated in nioéfcouptrics, éltflﬁugﬁ thé deg'l:ée 'and_
type of regulation varies significantly from one jurisdiction to another., .
Bermuda ) . - . s

As a holding company, AXIS Capital is not subject to Bermuda insurance regulations. However, the
Insurance Act 1978 of Bermuda and related regulations, as amended (together, the “Insurance Act”),
regulate the insurance business of our operating subsidiary in Bermuda, AXIS Specialty Bermuda, and
provide that no person may carry on any insurance business in or from within Bermuda unless registered as
an insurer by the Bermuda Monetary Authority (the “BMA”) under the Insurance Act. Insurance as well
as reinsurance is regulated under the Insurance Act. i LI

.

The Insurance Act also imposes on Bermuda-insurance companies solvency and liquidity standards
and auditing and reporting requirements.and grants the BMA powers to supervise, investigate, require
information and the production of documents and intervene in the affairs of insurance companies. The,
material aspects of the Bermuda insurance regulatory framework are set forth below. a

*

-Classification of Insurers’

_ The Insurance Act distinguishes between insurers carrying on _Ior‘ig-te_r':n’business and insurers
carrying on general busitiess. There are four clasifications of insurefs carrying on general business, with
Class 4 insurers subject to thé strictest regulatiori. AXIS Specialty Bermuda; which is incorporated to carry
on general insurance and rgiq‘surance‘ business, is registered as a Class 4 insurer in Bermuda and is o
regulated as such under the Insurance Act. AXIS Specialty Bermuda is not licenised to carry on long-term
business. Long-term business broadly includes life insurance and disability insurance with terms in excess
of five years. Genéral business broadly includes all.types of insurance that are not Iong-term business.

" Principal Representative . . R S
" An insurer is required to maintain a principal office in Bermuda and to appoint and maintain a
[ ‘. B . . es AN ' ot i ¢
principal representative in Bermuda. T _

" Independent Approved Ai;ditqr o A

Every registered insurer must appoint an independent auditor who will audit and report annually on
the statutory financial statements and the statutory financial return of the insurer, both of which, in the
case of AXIS Specialty Bermuda, are required to be filed annually with the BMA. AXIS Specialty ]
Bermuda’s indepéndént auditor must be approved by the BMA and may be the' same person or firm that

audits AXIS Capital’s consolidated financial statements and reports for presentation to its shareholders. -
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Loss Reserve Specialist -

" As a registered Class 4 insurer, AXIS Specialty Bermuda is required to submit an opinion of its
approved loss reserve specialist with its statutory financial return in respect of its losses and loss expenses
provisions. The loss reserve specialist, who will normally be a qualified casualty actuary, must be approved
by the BMA.

Annual Statutory Financial Return and Statutory Financial Statements

AXIS Specialty Bermuda is required to file with the BMA a statutory financial return no later than
four months after its financial year end unless specifically extended upon application to the BMA. The
statutory financial return for a Class 4 insurer includes, among other matters, a report of the approved
independent auditor on the statutory financial statements of the insurer, solvency certificates, the statutory
financial statements, the opinion of the loss reserve specialist and a schedule of reinsurance ceded. The,
statutory financial statements are not prepared in accordance with U.S. GAAP and are distinct from the
financial statements prepared for presentatlon to an insurer’s shareholders under The Compames Act
1981 of Bermuda (the “Companies Act”).

+

Minimum Solvency Margin and Restrictions on Dividends and Distributions

Under the Insurance Act, the value of the general business assets of a Class 4 insuret, such as AXIS
Specialty Bermuda, must exceed the amount of its general business liabilitiés by an amount greater than
the prescribed minimum solvency margm AXIS Specralty Bermuda is required, with respect to 1ts general
busrness to mamtam a mmlmum solvency margm equal to the greatest of:’

. $100 000 000;

. 50% of net premiums written (being gross premiums written less any premiums ceded by AXIS
Specialty Bermuda, but AXIS Specialty Bermuda may not deduct more than 25% of gross :
. premiums written when computing net premlums written); and - .- ‘

L

e 15% of net losses and loss expense reserves.

AXIS Specialty Bermuda is prohibited from declaring or paying any dividends during any.financial
year if it is in breach of its minimum solvency margm OF Minimum hqurd\ty ratio or if the declaration or
payment of such dividends would cause it to fail 1o meet such’ margin or ratlo In addition, if it has failed to
meet its minimum solvency margin or minimum liquidity ratio on the last day of any financial year, AXIS
Specialty Bermuda will be prohibited, w1thout the approval of the BMA, from declaring or paying any
dividends during the next financial year. AXIS Specialty Bermuda i is also prohtblted fromn declaring or
paying in any financial year dividends of more than 25% of its total statutory capital and surplus (as shown
on its previous financial year’s statutory ‘balance sheet) unless it files with the BMA, at least seven days
before payment of such dividends, an affidavit stating that it will continue fo meet the required margins.

AXIS Specialty Bermuda is prohibited, without the approval of the BMA, from reducing by 15% or
more its total statutory capital as set out in its previous year’s financial statements, and any application for
such approval must include an affidavit stating that it will continue to meet the required margins. In
addition, at any time it fails to meet its solvency margin, AXIS Specialty Bermuda is required, within"
30 days (45 days where total statutory capital and surplus falls to $75 million or less) after becoming aware
of such failure or having reason to believe that such failure has occurred to ﬁle with the BMA a written
report containing certain mformatron T ' : !

Additionally, under the Companles Act, AXIS Caprtal and AXIS Spec1alty Bermuda may declare or
pay a dividend, or make a distribution from contributed surplus, only if it has no reasonable grounds for
belrevmg that it is, or would after the payment be, unable to pay its liabilities as they become due, or that
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the realizable value of its assets would thereby be less than the aggregate of its liabilities.andits issued
share capital _and share prernium accounts. . T L T

.t . i ' -, P -

Mrmmum quu:dtty Rano N o o

+*The Insurance Act provrdes a mrnrmum hqurdlty ratio for general business insurers, like'AXIS. 1
Specralty Bermuda. An insurer engaged in general business is required to maintain the value of its relevant
assets at not, less than 75% of the amount of its relevant liabilities. Relevant assets mclude but are not
limited to cash and. trme depos1ts quoted investments, unquoted bonds and debentures flI'St hens on real
estate, 1nvestment 1ncome due ‘and accrued aocounts and premiuins recelvable and relnsurance balances
recelvable There are some categorres of assets whlch unless specrﬁcally permltted by the BMA do not
automatrcally quahfy as relevant assets such as unquoted equrty securities, 1nvestments in and advances to
' afflhates and real estate and collateral loans The relevant llablhtles are: ‘total general busmess msurance
reserves and total other llabll].tles less deferred 1ncome tax and sundry llabllttles (by 1nterpretatlon those

not specrfrcally defmed) BRI

)t'lv'.‘flll‘_
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Superthon and Investrganon i R ' o Ly
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The Insurance Act confers on the BMA w1de rangmg powers in relatton to the superv151on and
1nvest1gat10n of insurers. -
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Dtsc{osure of Infonnanon - . ) ) . i . L

In addition to powers under-the Insurance Act to 1nvest1gate the affalrs of an-insurer, the, BMA may
" require information from an insurer (or other persons) to be'produced to-the BMA. Further, the BMA. has
been given powers to assist other regulatory authorities, including foreign insurance regulatory authormes
with their, mvestlgatrons involving insurance and reinsurance companies in Bermuda..Under. the © v~
Companies Act, the Minister of Finance has been given powers to assist a foreign financial regulator that |
has requested assistance in connection with inquires being carried out by it in the performance of its
regulatory functions: The Minister’s powers include requiring a person ‘to futnish him or heér w1th
information, tG produce ’documents to hlm or her, to attend and answer questlons and to gn’fe assrstance in’

'_connectron with i inquiries. : P - T e
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Shareholder Conrrol[ers S ' -

Any person who drrectly or md1rectly, becomes a holder of at'least 10 percent 20 percent 33 percent ’
or 50 percent of the cornrnon shares of AXIS Caprtal must notify the BMA in wrttmg w1th1n 45 days of' -
becornmg such a holder or 30 days from the date they have knowledge of having such a holdmg, whrchever
is lafet! The BMA may, by wntten notice; object | tosucha person if it appéars to the BMA that ‘the” person
is not fit and proper to bé such a holder. The BMA may requrre the holder to reduce their’ holdmg of =-*
common shares'in AXIS Capital and-direct, among other thmgs that voting rlghts attachlng tothe* ° H
common shares shall not be exercisable. A person that does not comply w1th such a notlce or d1rect10n

5

from the BMA will'be gullty of an offence . S , : . ;

+ - R
L P J . - » LEL A at

JFor, 50, long as, AXIS Capltal has as a- subsrdlary an insurer reglstered under the Insurance Act, the e
BMA may at any time, by written notice, object to a person holding 10 percent.or more of the its common
shares if it appears to-the, BMA that the person is not or is no longer fit and proper to° ‘be such-a holder In,
such a case, the BMA may require the sharcholder to reduce, its holding of common shares in AXIS. *
Capital and:direct, among other things, that such shareholder’s voting rights attaching to the common-

- shares shall not be exercisable. A person who does not comply w1th such a notlce or dtrectlon from the . ;..
BMAwrllbegurltyofanoffence N o B O
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Other Bermuda Law Considerations L : ey

Although AXIS Capital is incorporated in Bermuda, it is classified as a non-resident of Bermuda for ~
exchange control purposes by the BMA. Pursuant to its non-resident status, AXIS Capital may engage in
transactions in currencies other than Bermuda dollars and there are no restrictions on its ablhty to transfer
funds (other than funds denominated in Bermuda dollars) in and out of Bermuda orto pay dividends and
interest payrnents to U.S. residents who are holders of its securities.

Under Bermuda law, exempted compames are compames formed for the purpose of conducting
business outside Bermuda from a principal place of business in Bermuda. As “exempted” companies,
AXIS Capital and AXIS Specialty Bermuda may not, without the express authorization of the Bermuda
legislature or under a license or consent granted by the Minister of Finance, participate in certain business
transactions, 1ncludmg (1) the acquisition or holding of land in Bermuda, subject to some éxceptions;

(2) the takmg of mortgages on land in Bermuda to secure an amount in excess of $50,000; or (3) the
carrying on of businéss of any kind for which it is not licensed in Bermuda, except in limited circumstances
" such as doing business with another exempted undertaking in furtherance of AXIS Capital’s business or
AXIS Specialty Bermuda’s business (as the case may be) carried on outside Bermuda. AXIS Specialty
Bermuda is a licensed insurer in Bermuda, and so may carry on actmtles from Bermuda that are related to
and in support of its insurance business, N .

Securities may be offered or sold in Bermuda only in compliance with the provisions of the Investment
Business Act 2003 of Bermuda, which regulates the sale of securities in Bermuda. In addition, the BMA
must approve all issuances and transfers of securities of a Bermuda exempted company. The BMA has
issued its permission for the free transferability of our securities, as long as our shares are listed on the
New York Stock Exchange or other appointed stock exchange, to and among persons who are non-

residents of Bermuda for exchange control purposes and up to 20%-of the common shares to and among
persons who are residents of Bermuda for exchange control purposes. Any other transfers remam subject
to approval by the BMA. : . _ R

The Bermuda government actlvely encourages foreign mvestment in exempted” entltles like AXIS
Capital and AXIS Specialty Bermuda that are based in Bermuda, but which do not operate in competmon
with local businesses. AXIS Capital and AXIS Specialty Bermuda are not currently subject to taxes
computed on profits or income or computed on any capital asset, gain or appreciation, or any tax in the
nature of estate duty or inheritance tax or to any foreign exchange controls in Bermuda.

Under Bermuda law, non-Bermudians (other than spouses of Bermudians, holders of a4 permanent
resident’s certlflcate or holders of a working resident’s certificate) may not engage in any gainful
occupation in Bermuda without an appropriate governmental work permit. Work permits may be granted.
or extended by the Bermuda government upon showing that, after proper public advertisement in most
cases, no Bermudian (or spouse of a Bermudian, holder of a permanent resident’s certificate or holder of a
working resident’s certificate) is available who meets the minimum standard requirements for the '
advertised position. In 2001, the Bermuda government announced a new immigration policy limiting the
duration of work perrmts to between six and nine years, with specified exemptions for “key” employees. In
March 2004, the Bermuda government announced an amendment to the immigration policy which
expanded the categories of occupations recognized by the government as “key” and for which businesses
are eligible to apply for holders of jobs in those categories to be exempt from the six to nine year term
limits. The categories include senior executives {chief executive officers, presidents through vice
presidents), managers with global responsibility, senior financial posts (treasurers, chief financial officers
through controllers, specialized qualified accountants, quantitative modeling analysts), certain legal
professionals (general counsels, specialist attorneys, qualified legal librarians and knowledge managers),
senior insurance professionals (senior underwriters, senior claims adjustors), experienced/specialized
brokers, actuaries, specialist investment traders/analysts and senior information technology
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engineers/managers. All executive officers who work in our Bermuda office that require work permits have
obtained them. B :

United States T . : . ‘ G —_— : Cs

AXIS Capital'has four operating insurance subsidiaries domiciled in the United States, which we refer
to as the AXIS U.S. Subsidiaries. - o )
U.S. Insurance Holding Company Regulation of AXIS Capital ‘ o o

AXIS Capital, as the indirect parent of the AXIS U.S. Subsidiaries, is subject to the insurance holding
company laws of Cornecticut, New York and Illinois. These laws generally require each of the AXIS'

U.S. Subsidiaries to register with its respective domestic state insurance department and to furnish
annually financial and other information about the operations of companies within the holding company
system. Generally, all material transactions among companies in the holding company system to which any
of the AXIS U.S. Subsidiaries is a party, including sales, loans, reinsurance agreements and service
agreements, must be fair and, if material or of a specified category, require prior notice and approval or
noﬁ-.disapplroval_ by the insurance department where the subsidiary is domiciled. ' -

[t

Change of Control ;

Before a person can acquire control of a United States insurance company, prior written approval .
must be obtained from the insurance commissioner of the state where the domestic insurer is domiciled.
Prior to granting approval of an application.to acquire control of a domestic.insurer, the state insurance
commissioner will consider such factors as: the financial strength of the applicant, the integrity and
management of.the applicant’s board of directors and executive officers, the acquiror’s plans for the
management of the applicant’s board of directors and executive officers, the acquiror’s plans for the future
operations of the domestic insurer and any anti-competitive results that may arise from the consummation
of the acquisition of control. Generally, state statutes provide that control over a domestic insurer is
presumed to exist if any person, directly or indirectly, owns, controls, holds with the power 1o vote, or holds
proxies representing, 10% or more of the voting securities of the domestic insurer. Because a person
acquiring 10% or more of our common shares would indirectly control the same percentage of the stock of
the AXIS U.S. Subsidiaries, the insurance change of control laws of Connecticut, Illinois and New York
would likely apply to such a transaction. While our bye-laws limit the voting power of any shareholder to
less than 9.5%, there can be no assurance that the applicable state insurance regulator would agree that a
shareholder who owned 10% of our common shares did not control the applicable AXIS U.S. Subsidiary.

Thésg:'}l‘a_wsimqy discourage potential acquisition proposals and may delay, deter ot'prevent a change
of control of "AXIS Capital, including transactions that some or all of the shareholders of AXIS Capital
might considef to be desirable.” . ' .

A

* Terrorism Risk Insurance Act”

On November 26, 2002, the Terrorism Risk Insurance Act (“TRIA”) was enacted. TRIA established a
temporary Federal program that requires United States and other insurers writing specified commercial
property and casualty insurance policies in the United States to make available in some policies coverage
for losses resulting from terrorists’ acts committed by foreign persons or interests in the United States or
with respect to speciﬁed U.S. air carriers, vessels or missions abroad. The coverage made available may not
differ materially from the terms, amounts and other coverage limitations applicable to losses arising from .
events other than acts of _tei’ro'risx_n. The p'rogrém had been set to expire on December 31, 2005; however,
on December 22, 2005, the President of the United States signed into law the Terrorism Risk Insurance
Extension Act of 2005, which modified and extended the existing program. o

21




Under TRIA,; as amended, if an act is determined to be a covered terrorist act, then losses resulting
from the act are ultimately shared among insurers, the federal government and policyholders. Generally,
insurers must retain a defined deductible and 10% (15% in 2007) of losses above the deductible but can
obtain reimbursement from the federal government for their covered losses in excess of those amounts,
once certain aggregate indusiry loss triggers are met. An insurer’s deductible for 2006 is 17.5% of the
insurer’s 2005 direct earned premiums on TRIA covered lines and for 2007 is 20% of the insurer’s 2006
direct earned premiums on TRIA covered lines. Total reimbursement by the federal government is limited
to $100 billion each year, and no insurer that has met its deductible shall be liable for the payment of its
portion of the aggregate industry insurer loss that exceeds $100 billion.

As amended, the entire TRIA program, including provisions autho;'i:iing' Federal reimbursement of
insurers and the requirement to make coverage available, will expire at the end of 2007 unless the
Congress passes and the President signs legislation extending this program.

State Insurance Regulation

State insurance authorities have broad regulatory powers with respect to various aspects of the
business of U.S. insurance companies, including: licensing to transact business, accreditation of reinsurers,
admittance of assets 1o statutory surplus, regulating unfair trade and claims practices, establishing reserve
requirements and solvency standards, regulating investments and dividends, approving policy forms and
related materials in some instances and approving premium rates in some instances. State insurance laws
and regulations may require the AXIS U.S. Subsidiaries to file financial statements with insurance
departments everywhere they are licensed or authorized or accredited to conduct insurance business, and
their operations are subject to examination by those departments at any time. The AXIS U.S. Subsidiaries
prepare statutory financial statements in accordance with statutory accounting principles (“SAP”) and
procedures prescribed or permitted by these departments. State insurance departments also conduct
periodic examinations of the books and records, financial reporting, policy filings and market conduct of
insurance companies domiciled in their states, generally once every three to five years, Examinations are
generally carried out in cooperation with the insurance departments of other states under guidelines
promulgated by the National Association of Insurance Commissioners (“NAIC”)

The terms and condmons of reinsurance agreeménts generally are not subject to regulation by any
U.S. state insurance department with respect to rates or policy terms. As a practical matter, however, the
rates charged by primary insurers do have an effect on the rates that can be charged by reinsurers.

State Dividend Limitations

New York. Under New York law, the New York Superintendent of Insurance must approve any
dividend declared or paid by AXIS Re U.S. that, together with all dividends declared or distributed by it
during the preceding twelve months, exceeds the lesser of 109 of AXIS Re U.S.’s statutory surplus as
shown on its latest statutory financial statement on file with the New York Superintendent of Insurance, or
100% of AXIS Re U.S.’s adjusted net investment income during that period. New York does not permit a
dividend to be declared or distributed, except out of earned surplus.

Connecticut.  Under Connecticut law, AXIS Spec1alty U.S. may not pay a dividend or make a
distribution that exceeds the greater of 10% of AXIS Specialty U.S. statutory surplus as of December 31 of
the preceding year, or the net income of AXIS Specxalty U.S. for the twelve-month period ending
December 31of the preceding year, without the prior.approval of the Connecticut Insurance Commissioner
unless thirty days have passed after receipt by the Insurance Commissioner of notice of such payment
without the Insurance Commissioner having disapproved of such payment. In addition, AXIS Specialty
U.S. must report for informational purposes to the Insurance Commissioner all dividends and other
distributions to security holders following the declaration and prior to payment. Connecticut only permits a
dividend to be declared or distributed; either out of earned surplus or with prior regulatory approval.
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Ilinois.  Under [Minois law, AXIS Surplus U.S. and AXIS Insurance U.S..may not pay a dividend or
make a distribution that exceeds the greater of 10% of the company’s surplus as of December 31 of the
preceding year, or the net income of the company, for the twelve-month period ending December 31 of the
preceding year, until thirty days after the Illinois Director of Insurance has received notice and the
Director of Insurance has not disapproved of such payment or until the Director of Insurance has,
approved such payment within the thirty day period. In addition, AXIS Surplus U.S. and AXIS Insurance
U.S. must report to the Director of Insurance all dividends and distributions to shareholders following
declaration and prior to payment. Illinois does not permit a dividend to be declared or paid, except out of
earned surplus. o o C '

1 L .

-

‘The dividend limitations imposed by the state laws are based on the statutory financial results of the
respective AXIS U.S. Subsidiaries determined by using SAF, which differ in some respects from
accounting principles used in financial statements prepared in conformity with U.S. GAAP. The significant
differences relate to deferred acquisition costs, investment valuation and deferred income taxes.

- Risk-Based Capital Regulations- . . ‘ . ‘

Connecticut and Illinois require that cach domestic insurer report their risk-based capital basedona
formula calculated by applying factors to various asset, premium and reserve items. The formula takes into’
account the risk characteristics of the insurer, including asset risk and insurance risk. Insurance risk takes
into consideration that pricing may not be adequate and that loss reserves held might develop adversely.
The respective state insurance regulators usc the formula as an early warning regulatory tool to identify’
possibly inadequately capitalized insurers for purposes of initiating regulatory action; and not as a means
_to rank insurers generally. State insurance laws impose broad confidentiality requirements on those
engaged in the insurance business (including insurers, agents, brokers and others) and on state insurance
departments as to the use and publication of risk-based capital data. The respective state insurance
regulators have explicit financial regulator authority to require various actions by, ot to take various ,
actions against, insurers whose total adjusted capital does not exceed certain risk-based capital levels. The
New York Insurance Department requirés domestic property and casualty insurers to report their risk-
based capital. A bill is pending before the New York state legislature that would codify this regulatory
requirement. Each of AXIS Re U.S., AXIS Specialty U.S., AXIS Surplus U.S. and AXIS Insurance U.S.
have risk-based capital in excess of the required levels. . ‘ - :

Guaranty Associations and Similar Arrangerents : . L

Most of the jurisdictions in which the AXIS U.S. Subsidiaries are admitted to transact business
require property and casualty insurers doing business within the jurisdiction to participate in guaranty
associations, which are organized to pay contractual benefits owed pursuant to insurance policies issued by
impaired, insolvent or failed insurers. These associations levy assessments, up to prescribed limits, on all
member insurers in a particular state on the basis of the proportionate share of the premiumé written by
‘member insurers in the lines of business in which the.impaired, insolvent or failed insurer is engaged. Some
states permit member insurers to recover assessments paid through full or partial premium tax offsets.

Operations of AXIS Specialty Bermuda, AXIS Re Ireland, AXIS Speciatgi Irelarid, AXIS Re Europe and
AXIS Specialty London. ' : S .

The insurance laws of each state of the Unitéd States and of many other countries regulate or prohibit
the sale of insurance and reinsurance within their jurisdictions by non-domestic insurers and reinsurers
that are not admitted to do business within such jurisdictions. AXIS Speciaity Ireland (including its branch
AXIS Specialty London) is authorized to write surplus lines business in 42 states in the United States and
is in the process of applying for authorization to write surplus lines business in the remaining states. AXIS -
Specialty Bermuda, AX1S Re Ireland and AXIS Re Europe are not licensed or eligible to write business in-
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the United States. We do not intend that AXIS Specialty Bermuda, AXIS Re Ireland, AXIS Speciaity
Ireland, AXIS Re Europé and AXIS Specialty London maintain offices or solicit, advertise, settle claims or
conduct other insurance activities in any jurisdiction in the United States where the conduct of such
activities would require these companies to be admitted or authorized. !

In addition to the regulatory requirements imposed by the jurisdictions in which they are licensed,
reinsurers’ business operations are affected by regulatory requirements in various states of the United
States governing “credit for reinsurance” that are imposed on their ceding companies. In general, a ceding
company obtaining reinsurance from a reinsurér that is licensed, accredited or approved by the jurisdiction
or state in which the ceding company files statutory financial statements is permitted to refiect in its
statutory financial statements a credit in an aggregate amount equal to the ceding company’s liability for
unearned premiums (which are that portion of premiums written which applies to the unexpired portion of
the policy period), loss reserves and loss expense reserves ceded to the reinsurer. Neither AXIS Specialty
Bermuda nor AXIS Re Ireland are licensed, accredited or approved in any state in the United States. The
great majority of states, however, permit a credit to statutory surplus resulting from reinsurance obtained
from a non-licensed or non-accredited reinsurer to be recognized to the extent that the reinsurer provides
a letter of credit, trust fund or other acceptable security arrangement. A few states do not allow credit for
reinsurance ceded to non-licensed reinsurers except in certain limited circumstances and others i 1mpose
addntlonal requirements that make it dlff cult to become accredlted

Ireland
AXIS Specialty Ireland

AXIS Specialty Ireland is a non-life insurance company incorporated under the laws of Ireland. AXIS
Specialty Ireland is subject to the regulation and supervision of the Irish Financial Services Regulatory
Authaority (the “Irlsh Financial Regulator”) pursuant to the Irish Insurance Acts 1909 to 2000, regulations
relating to msurance "business and the Central Bank and Financial Services Authority of Ireland Acts 2003
and 2004 (together, the “the Insurance Acts and Regulations”). AXIS Specialty Ireland is authonzed to
undertake the business of non- hfe insurance in various classes of business.

+

As is normal in the case of insurance companies, when AXIS Specialty Ireland was authorized to write
non-life insurance business, in addition to the obligations imposed on AXIS Specialty Ireland by the
Insurance Acts and Regulations, the authorization was granted subject to certam conditions. The following
are the main conditions that have been imposed: :

» AXIS Specialty Ireland must adhere to the business plan submitted in connection with its
application for authorization unless otherwise agreed with the Irish Financial Regulator,

» AXIS Specialty Ireland is not permltted to reduce the level of its capital w1thout th¢ consent of the
Trish Financial Regulator;

» AXIS Specialty Ireland may not make any dividend payments without the Irish Fmancnal
Regulator’s prior approval;

+ No intercompany loans may be made by AXIS Specialty Ireland without prior notification to and
approval of the Irish Financial Regulator;

* The management accounts of AXIS Capital must be submitted to the Irish Financial Regulator on a
. quarterly basis for the initial years of operation of AXIS Specialty Ireland;

. AXIS'Specmlty Ireland must maintain a minimum solvency margin equal to 200% of the solvency -
margin laid down by the Insurance Acts and Regulations (and a solvency ratio of 50%); and

24




.-+ o AXIS Specialty Ireland must file annual statutory insurance returns in the format prescribed by the
European Communities (Non-Life Insurance Accounts) Regulations, 1995. : :
In addition to the above cdﬁciiti(;ris, 'AXIS Specialty Iré]anthés‘agreed_ with the Irish Financial
Regulator to limit the level of treaty reinsurance business that it underwrites. e

i

European Passport. I;pland.{é a member of the European Economic Area (the “EEA”), which i

comprises ¢ach of the countries of the Eurc')pezin Uni(_in (the “EU™) and sbme additidng&_l countries. 1rplarlad
has adopted the EU’s Third Non-Life Insurance Directive (92/4%/EEC) into Irish law. This directive
introduced a single system for the authorization and financial supervision of non-life insurance companies
by their home member state.-Under. this system, AXIS Specialty Ireland (as an Irish authorized insurance -
company) is permitted to carry on insurance business in any other EEA member state by way of freedom -
to provide services, on the basis that it has notified the Irish Financial Regulator of its intention to do so
and subject to complying with such conditions as may be laid down by the regulator. of the jurisdiction in
which the insurance activities are carried out for reasons of the “general good”. - U

The Third Non-Life Directive also permnits AXIS Specialty Ireland to carry on insurance business in
any other EEA member state under the so called “freedom of establishment” rules. Under thesé rules,
AXIS Specialty Ireland established a London branch in May 2003. The Irish Fir_lancial-Regulator'rerhaiins
responsible for the authorization and financial supervision of the Londonbranch. In addition, the London
branch must comply with the “géneral good” requirements of the Financial Services Authority of the - -

United Kingdom. | o - . _ N

. On the basis of the foregoing, in addition to being authorized to-carry on non-life'insurance business
in Ireland, AXIS Specialty Ireland is also authorized to carry on non-life insurance business in all other = *.
EEA member states under freedom to provide services (and also, in the case of the United Kingdom, .
under freedom of establishment), However, AXIS Specialty Ireland is not licensed as an insurance,
company in any jurisdiction other than Ireland and the other EEA member states.” ) '

Qualifying Holding. The Insurance Acts and Regulations réquire that anyone acquiring or, disposing
of  “qualifying holding” in dn insurance company (such as AXIS Specialty Ireland), or anyone who
proposes to decrease or increase that holding to specified levels, must first notify the Irish Financial
Regulator of their intention to do so..It also requires any insurance company that becomes aware of any
acquisitions or disposals of its capital involving the “specified levels” to notify the Irish’ Financial
Regulator. A “qualifying holding” means a direct or indirect holding in an insurance company that
represents 10% or more of the capital or of the voting rights of such company or that makes it possible to
" exercise a significant influence over thé management of such company. The, specified levels are 20%, 33%
and 50%, or such other level of ownership that results in the company becoming the acquiror’s subsidiary.
Any person having a holding of 10% or more of the capital or voting rights of AXIS Capital would be
considered to have an indirect holding in AXIS Specialty Ireland over the 10% limit. AXIS Specialty .
Ireland is required, at such times as may be specified by the Irish Financial Regulator, and at least once a
year, 10 notify the Trish Financial Regulator of the names of persons possessing qualifying holdings and the
size of such holdings. ] o o T

Transdctions with Related Companies. The Insutance Acts and Regulations provide that prior to
entering into any transaction of a material ‘nature with a related company of companies (including, in
particular, the provision of loans to and acceptance of loans from a related company or companies), AXIS
Specialty Ireland must submit to the Irish Financial Regulator a draft of any contract or agréement that is
to be entered into by AXIS Specialty Ireland in relation to the transaction. In-addition, AXIS Specialty
Ireland must notify the Irish Financial Regulator on an annual basis with respect totransactions with . -°
{el_ated.c'ompanies in excess of EUR 10,000. n B o .

or S
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Financial Requirements. AXIS Specialty Ireland is required to maintain technical reserves calculated
in accordance with the Insurance Acts and Regulations. Assets representing its technical reserves are
required to cover AXIS Specialty Ireland s calculated underwrrtmg lrabrlrtles

In addition to filing various statutory returns with the Irish Financial Regulator AXIS Specnalty .
Ireland is obligated to prepare annual accounts (comprrsmg balance sheet, profit and loss account and
notes) in accordance with the provrsrons of the European Communities (Insurance Undertakings:
Accounts) Regulations, 1996 (the™“Insurance Accounts Regulations”); The accounts must be filed with the
Irlsh Financial Regulator and with the Reg1strar of Companies inl Ireland. '

Addmonally, AXIS Specialty Ireland is requrred to establish and maintain an adequate solvency
margin and a minimum guarantee fund, both of which must be free from all foreseeable liabilities.
Currently, the solvency margin is calculated as the higher amount of a percentage of the annual amount of
premiums (premiums basis) or the average burden of claims, generally for the last three years (claims
basis). The amount of premiums or, as the case may be, claims is subject to a 50% increase in the case of .
certain types of liability business. As noted above with respect to the conditions attaching to AXIS
Specralty Ireland’s authorization, AXIS Spec1alty Ireland 1s required to have a solvency margin
mgmﬁcantly in excess of the prescrlbed minimum.

The amount of the minimum guarantee fund that A.XIS Specralty Ireland is requrred to rnamtarn is.
equal to one-third of the solvency.margin requirement as set out above, subject to a minimum.

Regulatory Guidelines. In addition to the Insurance Acts and Regulations, AXIS Specialty Ireland is
expecied to comply with guidelines issued by the Irish Financial Regnlator in July 2001. The followmg are
the most. relevant gurdelrnes .

s Alli insurance companies supervised by the Irish Financial Regulator are obliged to appoint a
compliance officer, who must carry out the duties and functions set forth in the gu1delmes,

¢ All directors of insurance companies supervrsed by the Irish Financial Regulator are required to
certify to the Irish Finandial Regulator on an annual basis that thé company has comptied w1th all
relevant legal and regulatory requlrements throughout the yéar;

Rl

+ All insurance companies must adopt an appropriate asset management policy havmg regard to its
llabrhtres profile; - . . s . : e

+ All compames supervrsed by the Irrsh Financial Regulator must formulate a clear and prudent .
policy on the use of derivatives for all purposes and, furthermore, have controls in place to ensure °
that the policy is 1rnplemented T

¢
“w

» Non-life companies supervised by the frish Financial Regulator such as AXIS Specialty Ireland are
required to provrde an annual actuarlal opmron as to the adequacy of their reserves; and

* ‘All insurance companies must have a rernsurance strategy approved by its board of directors that Is
appropriate to their risk profrle '

Supervision and Invesnganon The Insurance Acts and Regulations confer on the Irish Financial
Regulator w1de -ranging powers in relatlon to the supervision and investigation of insurers.

AXIS Re Ireland

AXIS Re Ireland is a reinsurance company incorporated under the laws of Ireland and is sub]ect to
the regulation and supervision of the Irish Financial Regulator:

The European Communities (Reinsurance) Regulations 2006 (the “Regulations”) came into effect on
July 15, 2006 and Ireland thereby became the first EU member state to implement the European
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Reinsurance Directive (the “Reinsurance Directive”). The Regulations introduce a comprfehensive *
framework for the authorization and supervision of reinsurers in Ireland for the first time.

- The Reinsurance Directive provides for a single passport system within Europe for reinsurers similar
to that which currently applies to direct insurers, The Reinsurance Directive provides that the
authorization and supervision of European reinsurers is the responsibility of the EU member where the
head office of the relevant reinsurer is located (known.as the “home state”). Once auttiorized in its home
state, a reinsurer is automatically entitled to condtict reinsurance businiéss in all EU member statés under

" the principles of freedom of establishment and freedom to provide services. The Directive provides that

the financial supervision of a reinsurer, including that of the business it carries on in other member states,
either through branches or under the freedom to provide services, is the sole responsibility of the
home state. -~ . - o L . N
Reinsurers are required to maintain assets covering technical reserves and, in the case of credit

reinsurers, equalization reserves. Reinsurers are also required to maintain a solvency-margin of assets free
of any foreseeable liabilities. In the case of a reinsurer such as AXIS Re Ireland, the required solvency
margin is the higher of a premium basis or a claims basis calculation as set out in the Regulations. The -~ ¢
Irish Financial Regulator will be encouraging companies to have a sqlvéncy margin of at least 150% Pf the
figure ¢alculated in accordance with the Regulations. If a reinsurer falls below 150% of the required
solvency ;nargin: it will be required to engage in discussions with the Irish Financial Regulator and may L

“have 16 report to the Irish Financial Regulator more frequently than Would otherwise be the case. =
Reinsurérs are also required to maintain a minimum guarantee fund, which must contain funds equivalent
to at least one-third of the reinsurer’s required solvency margin and, for reinsurers such as' AXIS Re '

" Ireland, must not be less than EUR 3,000,000. C )

All Irish reinsurers established before December 10, 2005 (including AXIS Re Ireland) are deemed to
be authorized under the Regulations, subject to complying with certain requirements not later than
December 10, 2007. The Irish Finaticial Regulator requested all such non-life reinsurers to submit a
statement of compliarice by June 30, 2006 on the basis of their most recerit audited financial statements,
and AXIS Re Ireland duly filed such a compliance statement. ' CT i

In addition, the Regulations require that anyone acquiring or disposing of a direct or indirect holding
in an Irish authorized reinsurance company (such as AXIS Re Ireland) that represents 10% or more of the
capital or of the voting rights of s’uch company or that makes it possible to exercise a significant influence
over the management of such company, or anyone who proposes to decrease or increase that holding to |
+ gpecified levels, must first notify the Irish Finaricial Regulator of their intention to do so. The Regulations
also require any Irish authorized reinsurance company that becomes aware of any acquisitions or disposals,
. of its capital involving the specified levels to notify the Irish Financial Regulator. The specified levels are -
20%, 33% and 50% or such other level of ownership that results in-the company becoming the acquiror’s
subsidiary within the meaning of the Regulations. The Irish Financial Regulator has three months from the
date of submission of a notification within which to oppose the proposed transaction on certain specified '
grounds. : - : .

Other Irish Law Considerations. As each of AXIS Specialty Ireland, AXIS Re Ireland and-AXIS
Ireland Holdings are companies which are incorporated in Treland and which carry on business in Ireland,
they are subject to the laws and regulations of Ireland. Some of thie applicable restrictions and obligations”
contained in the Irish Companies Acts, 1963 to 2006'(the “Companies Acts™) are as follows: ‘

.+ Irish company law applies capital maintenance rules. In particular, each of AXIS Specialty Ireland,
- AXIS Re Ireland and AXIS Ireland Holdings is restricted to déclaring dividends only out of “profits
available-for distribution.” Profits available for distribution are a company’s accumulated realized -
profits less its accumulated realized losses. Such profits may not include profits previously utilized
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either by distribution or capitalization and such losses do not include amounts previously written-off
in a reduction or reorganization of capital; . :

e Irish law restricts a company from entering into certain types of transactions with its directors and
officers by either completely prohibiting such transactions or permitting them only subject to
conditions; -

s All Irish companies are obliged to file prescribed returns in the Companies Registration Office
annually and on the happening of certain events such as the creation of new shares, a change in
directors or the passing of certain shareholder resolutions;

* A statutory body (known as the Office of the Director of Corporate Enforcement) has power to
carry out investigations into the affairs of Irish companies in circumstances prescribed in the
Companies Acts; and

¢ Civil and criminal sanctions exist for breaches of the Companies Acts. -

United Kingdom

Under United Kingdom law, a company may only transact insurance and/or reinsurance business
upon authorization. AXIS Specialty Bermuda, AX1S Re Ireland and AXIS Specialty Ireland are not
authorized to transact insurance and/or reinsurance business in the United Kingdom, except as otherwise
described above in “Ireland—AXIS Specialty Ireland—European Passport”. AXIS Specialty Ireland has ..
established a branch office in the United Kingdom that allows it to transact business in the
United Kingdom.

Switzerland

In September 2003, AXIS Re Irelahd established a branch in Zuri_ch, Switzerland named AXIS Re
Europe. The activities of this branch are limited to reinsurance so it is not required to be licensed by the
Swiss insurance regulatory authorities.

Singapore

In October 2004, AXIS Specialty Bermuda established a representative office in Singapore. The
activities of this office are limited to referring business to AXIS Specialty Bermuda, so it is not required to
be licensed by the Singapore insurance regulatory.authorities.

Employees

As of February 23, 2007 we had 570 employees. We believe that our employee relations are excellent.
None of our employees is subject to a collective bargaining agreement. :

Available Information

We file periodic reports, proxy statements and other information with the Securities and Exchange
Commission (“SEC”). The public may read and copy any materials we file with the SEC at the SEC’s .
Public Reference Room at 100 E Street, NE., Washington, DC 20549. The public may obtain information
on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains
an Internet site that contains reports, proxy and information statements, and other information regarding
issuers that file electronically with the SEC (such as us) and the address of that site is (http:/fwww.sec.gov).
Our common shares are traded on the NYSE with the symbol “AXS” and you can review similar
information concerning us at the office of the NYSE at 20 Broad Street, New York, New York, 10005.
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Our Internet website address is http:/fwww.axiscapital.com. Information contained in our website is not
part of this report. : '

We maké available free of charge, inciuding through our Internet website, our annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those
reports filed or furnished pursuant to Section 13(a) or 15(d) of the U.S. Securities Exchange Act of 1934
(the “Exchange Act”) as soon as reasonably practicable after such material is electronically filed with, or
furnished to, the SEC. ' ' ' '

Current copies of the Charter for each of our Audit Committee, Corporate Governance and
Nominating Committee, Compensation Committee, Finance Committee and Executive Committee, as well
as our Corporate Governance Guidelines and Code of Business Conduct, are available on our Internet
website and are available, without charge, in print to any shareholder who requests it by contacting the
Company’s Secretary at 92 Pitts Bay Road, Pembroke, Bermuda, HM 08. ' T

ITEM 1A. RISK FACTORS
Risks Related to the Company

Our business, results of operations and financial condition coitld be niateriaily adversely affected by
adverse development of losses related to Hurricanes Katrina, Rita and Wilma. ‘

We have substantial exposure to losses resulting from natural disasters, including hurricanes. During
the third and fourth quarters of 2005, Hurricanes Katrina, Rita and Wilma caused significant destruction
in the Gulf Coast region of the United States. For the year ended December 31, 2005, our estimate of net
losses and loss expenses from these hurricanes was $1,019.1 million. During 2006, we strengthened our
estimate of our ultimate liability by a further $105.0 million to $1,124.1 million. At December 31, 2006,
$767.0 million, or 68.2%, of our total estimate represented net paid losses. Our estimate of the ultimate net
losses and loss expenses for our insurance and reinsurance segments was derived from a combination of
the review of in-force contracts and loss information from our clients, brokers'and loss adjusters. If our
actual losses from these hurricanes are materially greater than our estimated losses, our business, results of
operations and financial condition could be materially adversely affected.

Credit agency ratings of our insurance companies and our securities have become an increasingly
important factor in maintaining the competitive position of our insurance and reinsurance companies and
are also important in establishing the market value of our securities. Our ratings are subject to periodic
review by, and may be revised downward or revoked at the sole discretion of, the rating agencies. If our
losses from Hurricanes Katrina, Rita or Wilma materially exceed our estimates, or if additional large loss
events occur, our ratings could be revised downward or revoked, which could result in a substantial loss of
business and a reduction in the market value of our securities. See below, “Our operating subsidiaries are
rated by rating agencies and a decline in these ratings could affect our standing among brokers and
customers and cause our premiums and earnings to decrease.” ‘

We purchase reinsurance for our insurance and reinsurance operations in order to mitigate the
volatility of losses upon our financial results. The occurrence of additional large loss events could reduce
the reinsurance coverage that is available to us and could weaken the financial condition of our reinsurers, .
which could have a material adverse effect on our results of operations. See below “If we choose to
purchase reinsurance, we may be unable to do so, and if we successfully purchase reinsurance, we may be
unable to coltect.”

Our future performance is difficult to predict because we have a limited operating history..

We began our business in November 2001 and have a limited operating and financial History. Asa
result, there is limited historical financial and operating information available to help you evaluate our
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performance. Because we are in the early stages of development, we face substantial business and financial
risks and may suffer significant losses. We must continue to develop and maintain business relationships,
operating procedures, management information and other systems and complete other tasks necessary to
conduct our intended business activities. It is pomble that we will not be successful in implementing our

. business strategy or accomplishing these necessary tasks.

Our results of operations and financial condition could be adversely affected by the occurrence of natural
and man-made disasters.

We have substantial exposure to unexpected losses resulting from natural disasters, man-made
catastrophes and other catastrophic events. Catastrophes can be caused by various events, including
hurricanes, earthquakes, hailstorms, explosions, severe winter weather, fires, war, acts of terrorism,
political instability and other natural or man-made disasters. In addition, we have written and intend to
continue to write policies explicitly covering war, acts of terrorism and political risk. The incidence and
severity of catastrophes are inherently unpredictable and our losses from catastrophes could be substantial.
The occurrence of claims from catastrophic events is likely to result in substantial volatility in our results of
operations or financial condition for any fiscal quarter or year. This volatility is compounded by accounting
regulations that do not permit reinsurers to reserve for catastrophic events until they occur. Although we
attempt to manage our exposure to such events, a single catastrophic event could affect multiple
geographic zones or the frequency or severity of catastrophic events could exceed our estimates. In
addition, increases in the values and concentrations of insured property and demand surge caused by the
frequency of events may generate more volatility in the level of losses from catastrophic events. As a result,
the occurrence of one or more catastrophic events could have a material adverse effect on our results of
operations or financial condition and our ability to write new business.

If actual claims exceed our loss reserves, our financial results could be adversely affected.

Our results of operations and financial condition depend upon our ability to accurately assess the
potential losses associated with the risks that we insure and reinsure. We establish loss reserves to cover
our estimated liability for the payment of all losses and loss expenses incurred with respect to premiums
earned on the policies that we write. Our operating history is limited and our loss history is insufficient to
allow us.currently to extrapolate reserves directly for most of our lines of business. Instead, our current loss
reserves are primarily based on estimates involving actuarial and statistical projections of our expectations
of the ultimate settlement and administration costs of claims incurred. We utilize actuarial models and
historical insurance industry loss development patterns to establish appropriate loss reserves, as well as
estimates of future trends in claims severity, frequency and other factors. Establishing an appropriate level
of loss reserves is an inherently uncertain process. Accordingly, actual losses and loss expenses paid will
deviate, perhaps substantially, from the reserve estimates reflected in our consolidated financial -
statements, If our loss reserves are determined to be inadequate, we will be required to increase loss
reserves at the time of such determination and our net income will be reduced. If our net income is
insufficient to absorb a required increase in our loss reserves, we would incur an operating loss and could
incur a reduction of our capital. '

The failure of any of the loss limitation methods we employ could have a material adverse effect on our
results of operations or financial condition.

We seek to mitigate our loss exposure by writing a number of our insurance and reinsurance contracts
on an excess of loss basis. Excess of loss insurance and reinsurance indemnifies the insured against losses in
excess of a specified amount. In addition, we limit the program size for each client on our insurance
business and purchase reinsurance for many of our lines of business. In the case of proportional
reinsurance treaties, we seek per occurrence limitations or loss and loss expense ratio caps to limit the
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" impact of losses from any one event. In proportional reinsurance, the reinsurer shares a proportional part
of the premiums:and losses of the reinsured. We cannot be sure that-any of these loss limitation methods .
will be effective and-mitigate.our loss-exposure. We also seek to limit our-loss exposure by geographic
diversification. Geographic zone-limitations involve significant underwriting judgments, including the
determination of the area of the zones and the.inclusion of a particular policy within a particular zone’s
limits. Various provisions of our policies, such as limitations or exclusions.from coverage or choice of

~ forum’negotiated to limit our risks may not be enforceable in the manner we intend. As a result of these
‘risks, one or more catastrophic or other events could result in claims that substantially exceed our

expéctations, which could have a material-adverse effect on our results of operations or financial condition.”

The effects of emerging claim and coverage issues on our business are uncertain.

As iriﬁus‘ir‘}",pi"r_a"ctiéés' ‘and legal, judicial, Social and other énvirpf)rﬁéhtal':ci)'n'd_itions_éi_mpge," .
unexpected and uniritended issues related to claims and coverage mdy emicrge. These issues may adversely
affect our business by either extending coverage beyond our underwriting intent or by increasing the
number or size of claims. In some instances, these changes may not become apparent until some time after
we have issued insiirance or reinsurance contracts that are affected by the changé's'. As a result, the full - -
extent of liability under our insurance or reinsurance contracts may not be known for.many years after a -
contract is issued. One example.of an emerging claims and coverage issu¢ is whether some of the -
substantial lossés from recent hurricanes are the result of storm surge, which is'sometimes covered by
insurance,for flood, which is generally not covered. Another example of an emerging coverage and claims -
issue is larger settlements and jury awards against professionals and corporate:directors and officers.
covered by professional liability and directors’ and officers™ liability insurance.. . Lo '

. : t!‘:‘lr., " 'Df Ll i L T * ' ] A PAR .| N b N ‘ 1

The risk associated with reinsurance underwriting could adversely affect us. ' - oo o

In our reinsurance business, we do not separately evaluate each of the individual risks assumed under
reinsurance treaties. This is common among reinsurers. Therefore, we are largely dependent on the
origihal underwriting decisions made by insurers that reinsure their liabilities, of ceding companies. We are

. subject to the risk that the ceding companies may not have adequately evaldated the risks to be reinsured °
and that the premiums ceded may not adequately compensate us for the risks we assume. -

- . e -

o ' r

We could be adversely affected by the loss of one or mere key executives or'by an inability to attract’and ’
retain qualified personnel. ..« - .o “ o EEEE . ' e
' “*Our success depends on’Gur ability to retain the sérvicés of our existing key executives and to atiract
and retain additional qualified personnel in the fl:ftl;lre: The lps's"c')f the s¢rvices Of.\gn‘y of our key executives

or the inability to hiré and retain other highly qualified personnel in the future could adversely affect our
ability to conduct our business. We do not maintain key man life insurance policies with respect to our
employees, except for our Chief Executive Officer and Président, John R. Charman. On February 6; 2006,
Mr..Charman informed us,that he intends to retire on{December 31, 2008. There can be no assurance,
however, that the Company will be successful in identifying, hiring or retaining successors on terms

acceptable to the Company or on any.terms. - . .. oL e . :

Under Bermuda law, npn-Bef@udians, with some limited exceptions, may hot éngage in any gainful
occupation in Bermuda without an appropriate governmental work permit, Work permits ‘may be granted
or extended by the Bérmuda government only upon'showing that, after proper public advertisement in "
most cases, no Bermudian or spousé of a Bermudian, holder of a permanent resident’s certificate or holder
of a working resident’s cé_r;if_icé;e is available who meets the minimum s't_andard requirements for the ‘
advertised position. In 2001, the Bermuda governmerit announced 4 néw immigration policy limiting the
duration of work permits to between six and nine years, with specified exemptions for “key” employees. In
March 2004, the Bermuda government announced an amendment to the immigration policy which
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expanded the categories of occupations recognized by the government as “key” and for which businesses
are eligible to apply for holders of jobs in those categories to be exempt from the six to nine year term
limits. The categories include senior executives (chief executive officers, presidents through vice
presidents), managers with global responsibility, senior financial posts (treasurers, chief financial officers
through controllers, specialized qualified accountants, quantitative modeling analysts), certain legal
professionals (general counsels, specialist attorneys, qualified legal librarians and knowledge managers),
senior insurance professionals (senior underwriters, senior claims adjustors), experienced/specialized -
brokers, actuaries, specialist investment traders/analysts and senior information technology
engincers/managers. All executive officers who work in our Bermuda office that require work permits have
obtained them.

Ouwr operating subs:dlanes are rated by rating agencies and a decline in these ratings could aﬂ'ect our
standing among brokers and customers and cause our premlums and eammgs to decrease,

Ratings have become an mcreasmgly important factor in establishing the competitive p051t10n of.
insurance and reinsurance companies. Our insurance subsidiaries have been rated “A” (Strong) by
Standard & Poor’s, which is the sixth highest of twenty-one rating levels, and “A” (Excellent) by A.M. Best,
which is the third highest of fifteen rating levels.- AX1S Specialty Bermuda, AXIS Re Ireland and AXIS Re
U.S. are rated “A2” (Good) by Moody’s Investors Service, which is the sixth highest of 21 ratings. Our .
ratings are subject to periodic review by, and may be revised downward or revoked at the sole discretion of,
the rating agency. If our ratings are reduced from their current levels by any rating agency, our competitive
position in the insurance and reinsurance industry would suffer, and it would be more difficult for us to .
market our products. A downgrade, therefore, could result in a substantial loss of business as insureds,
ceding companies and brokers move to other insurers and reinsurers with higher ratings. In addition, we
will be in default of our credit facility if any of our subsidiaries that are party to our credit facility fails to ~
maintain a rating of at least B+ + from A M. Best.

Since we depend on a few brokers for a large portion of our revenues, loss of business provided by any.one
of them could adversely affect us. )

We market our insurance and reinsurance worldw1de primarlly through insurance and reinsurance
brokers. Marsh Inc, including its subsidiary Guy Carpenter & Company, Inc., Aon Corporation and
Willis Group Holdings Ltd., provided a total of 52.1% of our gross premijums written during 2006. These
brokers also have, or may in the future acquire, ownership interests in insurance and reinsurance
companies that may compete with us. Loss of all or a substantial portion of the business provided by one or
more of these brokers could have a material adverse effect on our business. For further information on the
concentration of our brokers refer to I'tem 8, Note 11 b) of the Consolidated Financial Statements. .

Our reliance on brokers Sllb]ECtS us to their cred:t risk.

In accordance with industry practice, we generally pay amounts owed on claims under our insurance
and reinsurance contracts to brokers, and these brokers pay these amounts over to the clients that have
purchased insurance or reinsurance from us. Although the law is unsettled and depends upon the facts and
circumstances of the particular case, in some jurisdictions, if a broker fails to make such a payment, we
might remain liable to the insured or ceding insurer for the deficiency, Conversely, in certain jurisdictions,
when the insured or cedlng insurer pays premiums for these policies to brokers for payment over to us,
these premiums might be considered to have been paid and the insured or cedmg insurer will no longer be
liable to us for those amounts, whether or not we have actually received the premiums from the broker.
Consequently, we assume a degree of credit risk associated with brokers with whom we transact business.
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If we choose to purchase reinsurance, we may be unable te do so, and if-we successfully purchase 0
reinsurance, we may be unable to collect. ' ’

. We purchase reinsurance for-our insurance and reinsurance operations in order to mitigate the
volatility of losses upon our financial results. A reinsurer’s insolvency, or inability or refusal to make
payments under the terms of its reinsurance agreement with us, could have a material adverse effect on
our business because we-remain liable to the insured.. : -

~ From time to time, market conditions have limited, and in some cases have prevented, insurers and
reinsurers from obtaining the types and amounts of reinsurance that they consider adequate for their
business needs. For éxample, following the occurrence of récent hurricanes, terms and conditions in the
reinsurance markets generally became less attractive to purchasers of reinsurance. Accordingly, we may
not be able to obtain our desired amounts of reinsurance. In addition, even if we are able to obtain such . .
reinsurance, we may not be able to negotiate terms ihat we deem appropriate or acceptable or obtain such
reinsurance from entities with satisfactory creditworthiness. | o . : o

Our investment performance may affect our financial results and ability to conduct business.

- " Qur funds are invested by several professional investment advisory management firms under the
direction.of our management in accordance with investment guidelines set by us. Our investments are
subject to market-wide risks and fluctuations, as well as to risks inherent in particular securities. In
particular, the volatility of our claims may force us to liquidate securities,-which may cause us toincur .
capital losses. If we do not structure our investment portfolio so that it is appropriately matched with our . .
insurance and reinsurance liabilities, we may be forced to liquidate investments prior to maturity ata . ..
significant loss to cover the liabilities. Investment losses could significantly decrease our asset base, thereby
affecting our ability to conduct business. During 2006, $381.4 million, or 12.4% of our total revenues, was
derived from our invested assets. This represented 41,2% of our net income available to common '
shareholders. : : '

We lpay be adversely affectéd by interest rate changes.

Our operating results are affected, in part, by the performance of our investment portfolio. Our
investment portfolio contains interest rate sensitive:instruments, such as bonds, which may.be adversely
affected by changes in interest rates. Interest rates are highly sensitive to many factors, including
governmental monetary policies, domestic and international economic and political conditions and other
factors beyond our control. Although we take measures to manage the risks of investing in a changing
interest rate environment,-we may not be able to mitigate interest rate sensitivity effectively. Despite our:’
mitigation.efforts, a significant increase in interest rates could have a material adverse effect on our
shareholders’ equity and a significant decrease in interest rates could have a material adverse effect on our
investment income and results of operations.

A

In addition, our fixed investment portfolio includes mortgage-backed securities. As of December 31,
2006; mortgage-backed securities constituted approximately 29.9% of our cash and invested assets. As with
other fixed income investments, the fair market value of these securities fluctuates depending on market
and other géneral economic conditions and the interest rate environment. Changes in interest rates can -
expose us to prepayment risks on these investments. In periods of declining interest rates, mortgage
prepayments generally increase and mortgage-backed securities are prepaid more quickly, requiring us to
reinvest the proceeds at the then current market rates. In periods of increasing interest rates, these
investments are exposed to extension risk, which occurs when the holders of underlying mortgages reduce
the frequency on which they prepay the outstanding principal before the maturity date and delay any
refinancing of the outstanding principal. g . . .

3
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We may require additional capital in the future, which may not be available or may only be available on
unfaverable terms. .

Our future capital requirements depend on many factors, including our ability to write new business
successfully, the frequency and severity of catastrophic events and our ability to establish premium rates
and reserves at levels sufficient to cover losses. We may need to raise additional funds through financings
or curtail our growth and reduce our assets. Any equity or debt financing, if available at all, may be on
terms that are not favorable to us. Equity financings could be dilutive to our existing shareholders and
could result in the issuance of securities that have rights, preferences and privileges that are senior to those
of our other securities. If we cannot obtain adequate capital on favorable terms or at all, our business,
operatmg results and financial condition could be adversely affected.

Our operating results may be adversely affected by currency fluctuations.

Our functional currency is the U.S. dollar. However, 2 portion of our gross premiums are written in
currencies other than the U.S. dollar. A portion of our loss reserves and investments are also in non-U.S.
currencies. We may, from time to time, experience losses resulting from fluctuations in the values of these
non-U.S. currencies, which could adversely affect our operating results.

.

From time to time, we may purchase instruments to hedge our cutrency exposure and alleviate our
potential exposure to volatility in foreign exchange losses. We currently are not aware of any material
exposures to loss payments that will be paid in non-U.S. currencies. We intend to consider the use of
additional hedges when we are advised of known or probable significant losses that will be paid in non-U.S.
currencies. However, it is possible that we will not successfully structure those hedges so as to effectlvely
manage these risks.

The regulatory system under which we operate, and potential changes thereto, could have a material
adverse effect on our business.

General. Our insurance and reinsurance subsidiaries may not be able to obtain or maintain necessary
licenses, permits, authorizations or accreditations in locales where we currently engage in business or in
new locales, or may be able to do so only at significant cost. In addition, we may not be able to comply fully
with, or obtain appropriate exemptions from, the wide variety of laws and regulations applicable to
insurance or reinsurance companies or holding companies. Failure to comply with or to obtain appropriate
authorizations and/or exemptions under any applicable laws could result in restrictions on our ability to do
business or undertake activities that are regulated in one or more of the jurisdictions in which we operate
and could subject us to fines and other sanctions. In addition, changes in the laws or regulations to which
our insurance and reinsurance subsidiaries are subject could have a material adverse effect on our
business. : :

AKXIS Specialty Bermuda. AXIS Specialty Bermuda is a registered Class 4 Bermuda insurance and
reinsurance company. Bermuda statutes and regulations and policies of the BMA require AXIS Specialty
Bermuda to maintain minimum levels of statutory capital, surplus and liquidity, meet solvency standards,
submit to periodic examinations of its financial condition and restrict payments of dividends and
reductions of capital. These statutes, regulations and policies may, in effect, restrict AXIS Specialty
Bermuda’s ability to write insurance and reinsurance policies, to make some investments and to distribute
funds to AXIS Capital. In addition, the offshore insurance and reinsurance regulatory environment has
become subject to increased scrutiny in many jurisdictions, including the United States and various states
within the United States. Compliance with any new laws or regulations regulating offshore insurers or
reinsurers could have a material adverse effect on our business. -

AXIS U.S. Subsidiaries. AXIS Re U.S. is organized in New York and is licensed to write certain lines
of insurance and reinsurance in New York and elsewhere throughout the United States. AXIS Insurance
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U.S. is.organized in Illinois and is licensed to write certain lines of insurance and reinsurance in Illinois and
elsewhere throughout the United States, except for California and New Hampshire. AXIS Specialty U.S. is
organized and licensed to write certain lines of insurance in-Connecticut and AXIS Surplus U.S. is
organized and licensed to write certain lines-of insurance in Illinois, and both are eligible to write certain
lines of insurance in other U.S. jurisdictions on an excess or surplus lines basis {AXIS Re U.S., AXIS
Specialty U.S., AXIS Surplus U.S. and AXIS Insurance U.S. are collectively referred to as the “AXIS U.S.
Subsidiaries”). The AXIS U.S. Subsidiaries are subject to the laws and regulations of their respective states
of domicile and other jurisdictions in which they are licensed or-otherwise eligible to engage in business.
These laws and regulations subject some affiliate transactions between such entities and other members of
our holding company system to regulatory authority and require them to maintain minimum levels of
cap1tal surplus and liquidity and comply with applicable risk- based capital requirements. In addition, they
impose restrictions on the payment of dividends and distributions and in some cases require them to file
insurance premium rates and policy forms. These rules and regulatlons may have the effect of restricting
the ability of the AXIS U.S. Subsidiaries to write new business or distribute assets to AXIS Capital. The
purpose of the state insurance laws and regulatlons is to protect U.S. insureds and U.S. ceding insurance

- companies, not shareholders. In recent years, the U.S. insurance regulatory framework has come under
increased federal scrutiny, and some state leglslators have considered or enacted laws that may alter or
increase state regulatlon ofi msurance and reinsurance companies and holding compames . Moreover, the
NAIC which is an association of the i insurance commissioners of all 50 states and the District of Columbia,
and state insurance regulators regularly reexamine existing laws and regulatlons Changes in these laws and
regulations or the mterpretatlon of these laws and regulations Could have a mater1al adverse effect on our
business. o :

AXIS Specialty Ireland. - AXIS Specralty Treland is a non- ife i insurance company lncorporated under _
the laws of Ireland and as such is subject to the regulatlon and superv1sron of the Irish Financial Regulator
and Regulations. Without the consent of the Irish Financial Regulator, AXIS Spemalty Ireland is not
permitted to reduce the level of its capital, may not make any dividend payments, may not make
intercompany loans and must maintain a minimum solvency margin. Additionally, AXIS Specialty Ireland.
has agreed with the Irish Financial Regulator to limit the level of reinsurance business that it writes. These
rules and regulations may have the effect of restnctmg the ablhty of AXIS Specialty Ireland to write new
business or distribute assets to AXIS Capltal . !

v

AXIS Re Ireland AXIS Re Ireland is a reinsurance company 1ncorp0rated under the laws of Ireland.'
The European Communities (Remsurance) Regulations 2006 (the “Regulations”) came into effect on
July 15, 2006 and Ireland thereby became the first EU member state to implement the European
Reinsurance Directive. The Regulations introduce a comprehenswe framework for the authorization and
supervision of reinsurers in Ireland for the first time. The Regulations provide that all Irish reinsurers
established before December 10, 2005 (including AXIS Re Ireland) are deemed to be authonzed under
the Regulations, subject to complying with certain requirements not later than December 10, 2007. These
requirements include an obligation to maintain assets covering technical reserves and a solvency margm of
assets free from any foreseeable liabilities calculated in accordance with the Regulations. If AXIS Re -
Ireland is unable to comply with any of the: requirements of this new regulatory regime, it would not be'’
lawful for it to continue to carry on the busmess of reinsurance in Ireland and thlS could have a material
adverse effect on our busmess : e - -

T
L

Our-inability to obtam the necessary credit ‘could aﬁ‘ect our ablllty to offer reinsurance in certain markets

Neither AXIS Spemalty Bermuda nor AXIS Re Ireland is l1censed or admltted as an insurer or ,
reinsurer in any jurisdiction other than Bermuda and Ireland, respectwely Because the U.S. and some °,
other _]uI‘lSCl]CthIlS do not permit insurance companles to take credit for reinsurance obtained from
unlicensed or non-admitted insurers on their statutory financial statements unless appropriate security
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mechanisms are in place, our reinsurance clients typically require AXIS Specialty Bermuda and AXIS Re
Ireland to provide letters of credit or other collateral. Our credit facility is used to post letters of credit.
However, if our credit facility is not sufficient or if we are unable to renew the credit facility or are unable .
to arrange for other types of security on commercially reasonable terms, AXIS Specialty Bermuda and
AXIS Re Ireland could be limited in its abi]ity to write business for some of our clients,

Our ability to pay dividends and to make payments on indebtedness may be constrained by our holdmg
company structure and regulatory constraints.

AXIS Capital is a holding company and has no direct operations of its own. AXIS Capital has no
significant opetations or assets other than its ownership of the shares of its operating insurarice and
reinsurance subsidiaries, AXIS Specialty Bermuda, AXIS Re Ireland, AXIS Specialty Ireland, AXIS Re
U.S., AXIS Specialty U.S., AXIS Surplus U.S. and AXIS Insurance U.S. {colléctively, our “Insurance *©
Subsidiaries”). Dividends and other permitted distributions from our Insurance Subsidiaries are our
primary source of fuids to meet ongoing cash requirements, including debt service payments and other
expenses, and to pay dividends to our shareholders. Our Insurance Subsidiaries are subject to Slgnlflcant
regulatory restrictions limiting their ability to declare and pay dividends and make distributions. The
inability of our Insurance Subsidiaries to pay dividends in an amount sufficient to enable us to meet our
cash requirements at the holding company level could have a material adverse effect on our busmess and
our ability to pay dividends and make payments on our mdebtedness

AXIS Capital is subject to Bermuda regulatory constraints that affect its ablhty to declare and pay .
dividends on its common shares and make other payments. Under the Companies Act, AXIS Capital may
declare or pay a dividend or make a distribution out of contributed surplus only if it has no reasonable
grounds for believing that it is, or would after the payment be, unableé to pay its liabilities a$ they become
due or that the realizable value of its assets would thereby be less than the aggregate of its liabilities and
issued share capital and share premium accounts.

Our participation in a secuntles lending- program sub_]ects us to risk of default by the borrowers.

We participate in a securities lending program whereby our securltles are loaned to third partles
through a lending agent. The loaned securities are collateralized by cash, government securities and letters
of credit in excess of the fair market value of the securities held by the lending agent. However, sharp
changes in market values of substantial amounts of securities and the failuré of the borrowers to honor
their commitments, or default by the lending agent in remitting the collateral to us, could have a material
adverse effect on our fixed maturlty mvestments or our results of operatlons
AXIS Capital is a Bermuda company and it may be difficult for you to enforce Judgments against it or its
directors and executive officers.

.. AXIS Capital is incorporated pursuant to the laws Of Bermuda and our busmess is based in Bermuda.
In addition, some of our directors and officers reside outside the United States, and all or a substantial -
portion of our assets and the assets of such persons are located in jurisdictions outside the United States. -
As a result, it may be difficult or impossible to effect service of process within the United States upon those
persons or to recover against us or them on judgments of U.S. courts, including judgments predicated upon
civil liability provisions of the U.S. federal securities laws. Further, it may not be possible to bring a claim
in Bermuda against us or our directors and officers for violation of U.S. federal securities laws because
these laws may have no extraterritorial application under Bermuda law and do not have force of law in
Bermuda. A Bermuda court may, however, impose civil liability, including the possibility of monetary
damages, on us or our directors and officers if the facts alleged in a complalnt constitute or glve rise to a
cause of action under Bermuda'law.
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We have been advised by Conyers Dill & Pearman, our Bermuda counsel, that there is doubt as to
whether the courts of Bermuda would enforce judgments of U.S. courts obtained in actions against us or
our directors and officers, as well as any experts named herein, or in any registration statement we file
predicated upon the civil liability provisions of the U.S. federal securities laws or. whether proceedings
could be commenced in the courts of Bermuda against us or such persons predicated solely upon U.S.
federal securities laws. Further, we have been advised by Conyers Dill & Pearman that there is no treaty in
effect between the United States and Bermuda providing for the enforcement of judgments of U.S. courts,
and there may be grounds upon Wthh Bermuda courts will not enforce judgments of U.S. courts. Some
remedies available under the laws of U.S. jurisdictions, including some remedies available under the U.S.
federal securities laws may not be allowed in Bermuda courts as contrary to that ]unsdlctlon s public

policy. |

There are prowsnons in our charter documents that may reduce or mcrease the votmg rlghts of our shares.

Our bye-laws generally provide that shareholders have one vote for each common share held by them
and are entitled to vote, on a non-cumulative basis, at all meetings of shareholders. However, the voting
rights exercisable by a shareholder may be limited so that certain persons or groups are not deemed to hold
9.5% or more of the voting power conferred by our shares. Under these provisions, some shareholders may
have the right to exercise their voting rights limited to less than one vote per share. Moreover, these
provisions could have the effect of reducing the voting power of some shareholders who would not
otherwise be subject to the limitation by virtue of their direct share ownership. In addition, our board of
directors may limit a shareholder’s exercise of voting rights where it deems it necessary to do so to avoid
adverse tax, legal or regulatory consequences. ‘

We also have the authority under our bye-laws to request information from any shareholder for the
purpose of determining whether a shareholder’s voting rights are to be limited pursuant to the bye-laws. If
a shareholder fails to respond to our request for information or submits incomplete or inaccurate
information in response to a request by us, we may, in our sole dnscretlon eliminate the shareholder’s
voting rights. )

.
There are provisions in our bye-laws that may restrict the ability to transfer common shares and which
may require shareholders to sell their common shares. '

- QOur board of directors may decline to register a transfer of any common shares under some
circumstances, including if they have reason to believe that any non-de minimis adverse tax, regulatory or -
legal consequences to us, any of our subsidiaries or any of our shareholders may occur as a result of such
transfer. Our bye-laws also provide that if our board of directors determmes that share ownership by a
person may result in non-de minimis adverse tax legal or regulatory consequences to us, any of our
subsidiaries or any of our shareholders, then we have the option, but not the obligation, to require that
shareholder to sell to us or to third parties to whom we assign the repurchase right for fair market value
the minimum number of common shares held by such person whlch is necessary to ehmmate the non-de
minimis adverse tax, legal or regulatory consequences.

Applicable insurance laws may make it difficult to effect a change of control of our company.

Before a person can acquire control of a U.S. insurance company, prior written approval must be
obtained from the insurance commissioner of the state where the domestic insurer is domiciled. Prior to
granting approval of an application to acquire control of a domestic insurer, the state insurdnce '
commissioner will consider such factors as the financial strength of the applicant, the integrity and -
management of the applicant’s board of directors and executive officers, the acquiror’s plans for the
management of the applicant’s board of directors and executive officers, the acquiror’s plans for the future
operations of the domestic insurer and any anti-competitive results that may arise from the consummation

37



of the acquisition of control. Generally, state statutes provide that controt over a domestic insurer is
presumed to exist if any person, directly or indirectly, owns, controls, holds with the power to vote, or holds
proxies representing, 10% or more of the voting securities of the domestic insurer. Because a person
acquiring 10% or more of our common shares would indirectly control the same percentage of the stock of
the AXIS U.S. Subsidiaries, the insurance change of control laws of Connectlcut Illinois and New York
would likely apply to such a transaction. i :

In addition, the lnsurance Acts and Regulations in Treland require that anyone acqulrmg or disposing’
of a direct or indirect holdmg in an Irish authorized insurance company (such as AXIS Specialty Europe)
that Tepresents 109 or more of the capital or of the voting rights of such company or that makes it possible
to exercise a significant influence over the management of such company, or anyone who proposes to
decrease or increase that holding to specified levels, must first notify the Irish Regulatory Authority of
their intention to do so. They also require any Irish authorized insurance company that becomes aware of
any acquisitions or disposals of its capital involving the specified levels to notify the Irish Regulatory
Authority. The specified levels are 20%, 33% and 50% or such other level of ownership that results in the
company becoming the acquiror’s subsidiary within the meaning of article 20 of the European
Communities (non-Life Insurance) Framework Regulations 1994. The Irish Regulatory Authority has
three months from the date of submission of a notification within which to oppose the proposed
transaction if the Irish Regulatory Authority is not satisfied as to the suitability of the acquiror in view of
the necessity “to ensure prudent and sound management of the insurance undertaking concerned.” Any
person owning 109 or-more of the capital or voting rights or an amount that makes it possible to exercise a
significant influence over the management of AXIS Capital would be con51dered to have a “qualifying -
holding” in AXIS Specialty Europe. : '

While our bye-laws limit the voting power of any shareholder to less than 9.5%, there can be no
assurance that the applicable regulatory body would agree that a shareholder who owned 10% or more of
our shares did not, because of the limitation on the votmg power of such shares, control the apphcable
Insurance Subsidiary. T - . U -

These laws may discourage potential acquisition proposals and may delay, deter or prevent a change
of control of the Company, including transactions that some or all of our shareholders might consider to be
desirable. .

U.S. persons who own our shares may have more difficulty in protecting their mterests than U.S. persons
who are shareholders of a U.S. corporatlon B ’

The Companies Act, ‘which applles to us, differs in certain material respects from laws generally
applicable to U.S, corporations and theéir shareholders. These differences include the manner in which
directors must disclose transactions in which they have an interest, the rights of shareholders to bring class
action and derivative lawsuits and the scope of indemnification available to directors and officers.

Anti-takeover provisions in our bye-laws could impede an attempt to replace our directors or to effect a
change in control, which could diminish the value of our common shares.

Our bye-laws contain provisions that may make it more difficult for shareholders to replace directors
and could delay or prevent a change of control that a shareholder might consider favorable. These
provisions include a staggered board of directors, limitations on the ability of shareholders to remove
directors other than for cause, limitations on voting rights and restrictions on transfer of our common
shares. These provisions may prevent a shareholder from receiving the benefit from any premium over the
market price of our shares offered by a bidder in a potential takeover. Even in the absence of an attempt to
effect a change in management or a takeover attempt, these provisions may adversely affect the prevailing
market price of our shares if they are viewed as discouraging takeover attempts in’the future.
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Risks Related to Qur.Industry T A : .
We operate ina hlghly competitive environment. o '

" The i lnsurance and remsurance,lndustry is Highly competltwe ‘We' compete on an intérnational and
reglonal basis with i major U.S., Bermuda, European and other 1nternat10nal insurers and reinsurets and
w1th Lloyds’ underwntmg syndlcates some of Wthh have greater financial, marketing and management’ '
resources than we do. We also compete with new companies that contmue to be formed to enter the
insurance and reinsurance markets. In additiofi, capital market part1c1pams have recently created
alternative products that are intended to compete with reinsurance products. Increased competitlon could
result-in fewer submissions, lower premium rates and less favorable policy terms and condmons which "
could have a material adverse-effect on our growth and profitability. o AR

. " T o
The.i insurance and remsurance business is historically cyclical, and we expect to experlence perlods w1th
excess underwrltmg eapacnty and unfavorable premlum rates.

The insurance and reinsurance business hlstorlcally has been a cycllcal mdustry characterized by
penods of i mtense price competition due to excessive underwriting capacity as well as periods when . - «
shortages of capacity permitted favorable premium levels..An increase.in premium levels is often offset by,
an increasing supply of insurance.and reinsurance capacity, either by capital provided by new entrants or
by the commitment of additional capital by existing insurers or reinsurers, which may cause pricesto - ..
decrease. Any of these factors could lead to a significant reduction in premium rates,;less favorable policy’
terms and fewer submissions for our underwriting services. In addition to these considerations, changes in
the frequency and severity of losses suffered by insureds and insurers may affect the cycles of the insurance
and reinsurance business significantly. it
The lmpaet of the mvestlgatlons |nt0 anti- competltwe practlces m the’i msurance mdustry and related |
lawsuits cannot be predicted and may have a materlal adverse effeet on our busmess, results of operatmns
and finanual condmon T

ot oot T

-+ During 2005, our U S. holdmg company recewed subpoenas from the Office.of the Attorney General
of the State of New York seeking information regarding incentive commission agreements, fictitious and ;
‘inflated quotes and related matters and conditioning direct i insurance on the placement of reinsurance. In -
addition, our U.S. insurance companies have received subpoenas and requests for information from.
various state insurance regulators regarding these same matters. These inquiries-were part of industry-wide
investigations in these jurisdictions and we.understand that officials from other ]UrlSdlCtlonS in which we do
business have also initiated investigations into similar matters. Accordingly, we may in the future receive
additional subpoenas and requests for information. We have cooperated fully with the Attorney General of
the State of New York and the other state regulators in their. investigations and-intend to cooperate fully’
with any future investigations. Responding to subpoenas and requests for information and cooperating ©
with investigations is very costly and diverts management’s time and efforts away from our operations. In
addition, we could be subject to civil and criminal actions, sanctions and penalties as a result of these.. - «*
1nvestlgat|0ns - _ I

Furthermore,:AXIS Surplus U.S., AXIS Re U.S. and AXIS Insurance U.S. are defendants in a
putatwe class action lawsuit captioned In re Insurarice Brokerage Antitrust Litigation. The lawsuit is pendmg
in the United States District: Court for the District of New Jersey and includes as defendants numerous : .-
insurance brokers and insurance companies, The lawsuit alleges antitrust and Racketeer Influenced and
Corrupt Orgamzatlons Act-(“RICO”) violations in connection with the payment of contingent -+ L
commissions and manipulation of insurance bids and seeks'damages in an unspecified amount. We believe:
that-these lawsults are completely without merlt and we are vigorously defending the filed action. - - .

- . ) o ; : . S e L S P
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However, additional similar lawsuits may be filed against us and if the plaintiffs were to prevail in any of
these lawsuits we could be subject to substantial damages.

We are party to various legal proceedings generally arising in the ordinary course of our insurance and -
reinsurance businesses. We do not believe that the eventual outcome of any litigation or arbitration
proceeding to which we are presently a party will have a material adverse effect on our business, results of
operations or financial condition; however, every proceeding contains an element of uncertainty and if the
plaintiffs were to prevail in some of these proceedings we could be subject to substantial damages.

Risks Related to Taxation

We may become subject to taxes in Bermuda after March 28, 2016, which may have a material adverse
effect on our results of operations.

The Bermuda Minister of Finance, under the Exempted Undertakings Tax Protection Act 1966 of
Bermuda, as amended, has given each of AXIS Capital and AXIS Specialty Bermuda an assurance that if
any legistation is enacted in Bermuda that would impose tax computed on profits or income, or computed
on any capital asset, gain or appreciation, or any tax in the nature of estate duty or inheritance tax, then the
imposition of any such tax will not be applicable to AXIS Capital, AXIS Specialty Bermuda or any of their
respective operations, shares, debentures or other obligations until March 28, 2016. Given the limited
duration of the Minister of Finance’s assurance, we cannot be certain that we will not be subject to any
Bermuda tax after March 28, 2016. :

Our non-U.S. companies may be subject to U.S. tax that may have a material adverse effect on our results
of operations.

AXIS Capital and AXIS Specialty Bermuda are Bermuda companies, AXIS Ireland Holdings, AXIS
Re Ireland and AXIS Specialty Ireland are Irish companies and AXIS Specialty U.K. Holdings Limited
(“AXIS U.K. Holdings”) is a U.K. company. We intend to manage our business so that each of these
companies will operate in such a manner that none of these companies should be subject to U.S. tax (other
than U.S. excise tax on insurance and reinsurance premium income attributable to insuring or reinsuring
U.S. risks and U.5. withhelding tax on some types of U.S. source investment income), because none of
these companies should be treated as engaged in a trade or business within the United States. However,
because there is considerable uncertainty as to the activities that constitute being engaged in a trade or
business within the United States, we cannot be certain that the U.S. Internal Revenue Service (“IRS”) will
not contend successfully that any of AXIS Capital or its non-U.S. subsidiaries is/are engaged in a trade or
business in the United States. If AXIS Capital or any of its non-U.S. subsidiaries were considered to be
engaged in a trade or business in the United States, it could be subject to U.S. corporate income and
additional branch profits taxes on the portion of its earnings effectively connected to such U.S. business. If
this were to be the case, our results of operations could be materially adversely affected.

Our non-U.K. companies may be subject to U.K. tax that may have a material adverse effect on our results
of operations.

We intend to operate in such a manner so that none of our companies, other than AXIS U.K.
Holdings, should be resident in the United Kingdom for tax purposes and that none of our companies,
other than AXIS Ireland Holdings and AXIS Specialty Ireland, should have a permanent establishment in
the United Kingdom. Accordingly, we expect that none of our companies other than, AXIS U.K. Holdings,
AXIS Ireland Holdings and AXIS Specialty Ireland should be subject to U.K. tax. Nevertheless, because
neither case law nor U.K. statutes conclusively define the activities that constitute trading in the United
Kingdom through a permanent establishment, the U.K. Inland Revenue might contend successfully that
any of our companies, in addition to AXIS U K. Holdings, AXIS Ireland Holdings and AXIS Specialty
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Ireland ‘isfare trading in the United: Kingdom through a’ perﬁranent'establishment in the United'Kingdom B

-and therefore subject to UK tax. If th1s were the case, our results of operations could be materlally
| ' adversely affected.

Our non- Insh compames may be sub_]ect to Irish tax that may have a matenal adverse eﬂ'ect on our
results of operatmns

fon i o [ -

‘We intend to operate in such a manner so that none of our companies, other than AXIS Ireland -
Holdings," AXIS Re Ireland and AXIS Specialty Ireland, should be resident in Ireland for tax purposes and
that none of our companies, other than AXIS Ireland Holdings, AXIS Re Ireland and AXIS Specialty
Ireland, should be treated as carrying on a trade through a branch or agency in Ireland. Accordingly; we -
expect that none of our companies other than AXIS Ireland Holdings, AXIS Re Ireland and AXIS
Specialty Ireland should be subject to Irish corporation tax. Nevertheless, since the determination asto . -

clifferent factors and since neither case law nor Irish legislation conclusively defines the activities that
constitute trading in Ireland througli a branch or agency, the Irish Revenue Commissioners might contend
-successfully that any of our companies; in addmon to AXIS Ireland Holdings, AXIS Re Ireland and AXIS
Specialty Ireland, is re51dent in or otherwise tradmg through a branch or agency in, lreland and therefore
subject to lrish corporation tax. If this were the case, our results of operattons could be materially -
adversely affected . , . . '

Pt

SN
If cor‘por'ate tax rates,in Ireland increase, our results of operations could be materially adversely affected.
. a? N - v \

Trading income derived from the insurance and reinsurance businesses carried on in Ireland by AXIS
“Specialty Ireland and AXIS Re Ireland is generally taxed in Ireland at a rate of 12.5%. Over the past '

tax rates within the EU. Ireland, along with other member states, has consistently resisted any movement
towards standardized corporate tax rates in the EU. The Government of Ireland has also made clear its
commitment to retain the 12. 5% rate of corporation tax until at least the year 2025. If, however, tax laws in
Ireland change so as to increase the general corporatlon tax rate in lreland our results of operatlons could
be materlally adversely affected. . :

If investments held by AXIS Specialty Ireland or AXIS Re Ireland are determmed not to be integral to the
insurance and reinsurance businesses carried on by those companies, additional Irish tax could be .
imposed and our busmess and financial results could be materially adversely affected.

_ Based on administrative practice, taxable income derived from investments made.by AXIS Specralty
Ireland and AXIS Re Ireland is generally taxed in Ireland at the rate of 12.5% on'the grounds that such
investments either form part of the permanent capital required by regulatory authorities, or are otherwrse
integral to-the insurance and reinsurance businesses carried on by those companies. AXIS Specialty
Ireland and'AXIS Re Ireland intend to operate in such a manner so that the level of investments held by .
such companies does not exceed the amount that is integral to the insurance and reinsurance businesses
carried on by AXIS Specralty Ireland and AXIS Re Ireland. If, however, investment income carned by
AXIS Specialty Treland or AXIS Re Ireland exceeds these thresholds, or if the admlmstratlve practlce of
the Irish Revenue, Comrmssroners changes Irish corporatlon ‘tax could apply ‘to such investment income at
a hlgher rate (currently 25%) instead of the general 12.5% rate, and our results of operauons could be
materially adversely affected.
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The impact of Bermuda’s letter of commitment to the Organization for Economic Cooperation and
Development to eliminate harmful tax practices is uncertain and could adversely affect our tax status in
Bermuda.

The Organization for Economic Cooperation and Development {the “OECD”) has published reports
and launched a global dialogue among member and non-member countries on measures to limit harmful
tax competition. These measures are largely directed at counteracting the effects of tax havens and
preferential tax regimes in countries around the world. In the OECD’s report dated April 18, 2002 and
updated as of June 2004 and September 2006, Bermuda was not listed as an uncooperative tax haven
jurisdiction because it had previously committed to eliminate harmful tax practices and to embrace
international tax standards for transparency, exchange of information and the elimination of any aspects of
the regimes for financial and other services that attract business with no substantial domestic activity. We
are not able to predict what changes will arise from the commitment or whether such changes will subject
us to additional taxes.

Changes in US federal income tax law could materially adversely affect us.

Legislation has been introduced in the U.S, Congress intended to eliminate some perceived tax
advantages of companies (including insurance companies) that have legal domiciles outside the United
States but have certain U.S. connections. While the Company believes there are no currently pending
legislative proposals which, if enacted, would have a material adverse effect on us, it is possible that similar
legislation could be introduced and enacted by the current Congress or future Congresses that could have
an adverse impact on us. B ' ‘

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable.

ITEM 2. PROPERTIES

We operate in the United States, Bermuda, Europe and Singapore. We own the praperty in which our
offices are located in Dublin, Ireland, and we lease office space in the other countries. We renew and enter
into new leases in the ordinary course of business as required. During 2006, we leased new offices at 92
Pitts Bay Road, Bermuda, which have become our worldwide headquarters. See Item 8, Note 11 to the
Consolidated Financial Statements for a discussion of our lease commitments for real property. We believe
that our office space is sufficient for us to conduct our operations for the foreseeable future.

ITEM 3. LEGAL PROCEEDINGS

Except as set forth below, we are not currently a party to any material legal proceedings. From time to
time, we are subject to routine legal proceedings, including arbitrations, arising in the ordinary course of
- business. These legal proceedings generally relate to claims asserted by or against us in the ordinary course
of our insurance or reinsurance operations.

During 2005, our U.S. holding company received subpoenas from the Office of the Attorney General
of the State of New York seeking information regarding incentive commission agreements, fictitious and
inflated quotes and related matters and conditioning direct insurance on the placement of reinsurance. In
addition, our U.S. insurance companies have received subpoenas and requests for information from
various state insurance regulators regarding these same matters. These inquiries were part of industry-wide
investigations in these jurisdictions and we understand that officials from other jurisdictions in which we do
business have also initiated investigations into similar matters. We have cooperated fully with the Attorney
General of the State of New York and the other state regulators in their investigations. In 2006, we did not
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receive any-new or supplemental subpoenas from'the-Attorney General for the State of New York or any
other state regulators on these matters. _. ., -« o ., a7 - - . S

: PRI - . i

In connection with these inquiries received in- 2005 we conducted an internal investigation, led by
outside connsel to determine whether we engaged in any of the improper business practices that are the
focus of the inquiries. This mvestlgatron was completed in August 2005 and uncovered no ev1dence -
indicating that we engaged in bid rigging, fictitious or inflated quotes or related matters or condmonrng
direct insurance-on the placement of reifisurance. Consistent with long-standmg and wide-spread industry
practice, we have in the past entered into incentive commission- arrangements with brokers. However, we
have not entéred into any of these arrangements with respect to business underwritten in 2005 or
thereafter -

/A purported shareholders class actron lawsiit has been filed against us and some of our executive
officers relatmg to the practices being mvest1gated by t the Attorney General of the State of New York and
other state regulators: James Dolan v. AXIS Capital Holdings Limited, Michael A. Butt and John R.
Charman was filed on QOctober 28, 2004 in the United States DlSlI‘lCt Court, Southern District of New
York. Robert Schimpf v. AXIS. Capltal Holdmgs Lumted 'Michael A. Butf, Andrew Cook and John R.
Charman was filed on November S, 2004 in the United States District Court, Southern District of New'
York. On April 13, 2005, these lawsuits were consolidated and are now known as In re AXIS Capital
Holdmgs Ltd. Securmes L1t1gatlon On May 13, 2005, the pla1ntlffs filed an amended, consolidated
complamt and added as defendants the managmg underwriters and one of tlre selllng shareholders in om'
secondary offerlng completed in Match 2004, The lawsuit alleged sécliritiés violations in connection with
the failure to disclose payments made pursuant to incentive commission arrangements and sought damagcs
in-an unspecified. amount. On October 17, 2006, the DistrictCourt dismissed the Amended Complaint
without prejudice and granted plaintiffs. 30 days to-file a second amended, consolidated complaint
consistent with the Court’s opinion. On December 18, 2006, plaintiffs advised the Court-that it would not
be filing an amended complaint and, as a consequence, the amended, consolidated action hasbeen - .
dismissed without prejudice. .

i

oy, o . ' . v [ 4

4 - A putative class action lawsuit also has been filed’ agamst our U:S. insurance companies: In re
Insurance Brokerage Antitrust Litigation was filed on August 1, 2005 in the United States District Court -
for the District of New Jersey-and includes as defendants numerous insurance brokers and insurance. *
companies. The lawsuit alleges antitrust anid RICO violations-in connection with the paymentof ~ ..~ -
contingent commissions and manipulation of insurance bids and seeks damages in an unspecified amount.
On October 3, 2006, the court'granted in part miotions to dismissifiled by the defendants; and ordered '
plaintiffs to file supplemental pleadings setting | forth suff1c1ent facts to,allege their antitrust and RICO
claims. After plaintiffs filed their supplémentat pleadlngs defendants renewed their motions to dlsmrss
which are pending before the court. We believe that the lawsuit is eompletely without merit and we

continue to v1gorously defend the filed action.
LI o .

ITEM 4., . SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
- “ 5 A

Not applrcable ) .o '. e e o
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PART II

ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Qur common shares, $0.0125 par value, are listed on the New York Stock Exchange under the
Syl'l'lbO] “AXS}) .

The following table sets forth the high and low sales prices per share of our common shares for each
of the fiscal quarters in the last two fiscal years as reported on the New York Stock Exchange

Composite Tape: = - 5,
2006 2005
Dividends . * Dividends
_ High Low Declared High Low Declared
Ist Quarter............. $32.21 $2895 $ 015 $29.32 $26.21 $0.15
2nd Quarter............ $30.92 $2582 $ 015 $2842 $2523  $0.15
3rd Quarter ............ $3521 82773  $ 015 $31.00 $2549  $0.15
4th Quarter ............ $35.88 $3220 ' $0.165 $31.77- $2520 $0.15 -

On February 23, 2007, the number of holders of record of our common Shal:GS was 80. This figure does
not represent the actual number of beneficial owners of our common shares because shares are frequently

held in “street name” by securities dealers and others for the benefit of beneficial owners who may vote the
shares. '

The declaration and payment of future dividends will be at the discretion of our board of directors and
will depend upon many factors, including our earnings, financial condition, business needs, capital and

surplus requirements of our operating subsidiaries and regulatory and contractual restrictions, including
those set forth in our credit facility.

As a holding company, our principal source of income is dividends or other statutorily permissible
payments from our subsidiaries. The ability of our subsidiaries to pay dividends is limited by the applicable
laws and regulations of the various countries in which we operate, including Bermuda, the United States
and Ireland. See Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and Item 8, Note 17 to the Consolidated Financial Statements included in this report:

ISSUER PURCHASES OF EQUITY SECURITIES

The following table sets forth information regarding the number of shares we repurchased in the
quarter ended December 31, 2006.

Maximum Number
(or Approximate Dollar *

. Total Number Value) of Shares
Total Of Shares . that May Yet Be
Number of Average Purchased as Part Purchased Under the
Shares Price Paid  Of Publicly Announced Announced
Period Purchased  Per Share Plans or Programs —Plans or Programs _
October.................. — — — $150.0 million(a)
November................ — — — $150.0 million(a)
December................ — — — $400.0 million(b)
Total .................... — — — $400.0 million(b)

(a) On March 14, 2005, our Board of Directors approved the repurchase of up to $150 million of our
common shares to be effected from time to time in open market or privately negotiated transactions.
The repurchase program was authorized to continue until December 2006.




{b) On December 7, 2006, our Board of Directors authorized a renewal of our share repurchase plan with
~authorization to repurchase up.to $400 million of our common shares. The repurchase program is
‘authorized to continue until December 31, 2008. ' .

ITEM 6.

SELECTED FINANCIAL DATA

i

oo
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The followmg tables, set forth our selected historical consohdated fmanCIal mformat:on for the  years.
2002 through 2006. Refér to Item 1, “Our, Business Strategy” for a discussion of our business expansmn '
~ over this period. This data should also be read in conjunction with the Consolidated Financial Statements -
and the accompanying notes presented under Item 8 and with the Management § Discussion and Analysis -
of Financial Condition and Results of Operations under Item 7. :

Selected Statement of Operations Data:
Gross premiums written. .............
Net premjums earned. . ..............

" Net investment income:
Net realized investment (losses) gains .
Net losses and loss expenses
Acquisitioncosts. ..0.............. L

-General and administrative expenses. . .
Interest expense
Preferred share dividends
Net income available to common
shareholders

Per Common Share Dai_ta: ;
Basic earnings per common share. .. ...
~ Diluted earnings per common share. . ..
Cash dividends per common share
"Basic welghted average’ common shares
outstanding
_ Diluted weighted average common
shares outstandmg

. Operating Ratlos
Net loss and loss expense rallo(l) ......
Acquisition cost ratio(2)
General and admmlstratwe expense

ratio(3)... ... ER R R R R PP -
Combined ratio(4)-

Selected Balance Sheet Data:
Investments at fair value
Cash and cash equivalents
Reinsurance recoverable balances
Total assets
Reserve for losses and loss expenses . ..
Unearned premium .~................
Debt.....oovi i
Total sharcholders’ equity . ...........

Book value per common share(5).. .. ..

At and for Year ended December 31

2006 2005 2004 2003 2002
(in thousands, except per share amounts) -

$ 3,609,036 § 3393885 $3012311 $2273645 $1,108003°
2,694270 2553683  2,028397 1436230 536,850
407,100 256,712 152,072 73,961 71,287
(25,702) (16,912) 13,634 22,567 26,070
1425855 2,051,129 1246244 734019 229,265

386,959 337383 280,568 186,297 91,200 .

. 268,396 212,842 -187305 136,526 57,610
32,954 32,447 5,285 1,478 1,414
37,295 4,379 — - —
§ 925765 $ 90061 $ 494998 § 532,350 $ 265,119
s 618 § 063 $ 324 $ 369 $ 196
5.63 057 . 298 342 1.91
0.615 0.60 0.50. 0.14 0.00
149,745 143226 152554 144263 135442
164,394 157,524 165876 155,601 138,481
52.9% 80.3% 61.4% S11% . 427%

14.4% 13.2% 13.8% 13.0% . 17.0%

10.0% 8.3% 9.2% 9.5% . 10.7%

773% -~ 101.8% 84.4% 73.6% 70.4%
$ 7,663,387 * § 6421929 $5399,680 $3,385576  $1,702,990°
1,989.287 1280990 632329 605,175 729,296
1,359,154 1518110 596299 - 124,899 1,703
13,665,287 11925976 9038285 5172273 . 2,948,321
5015113 4743338 2404560 - 992,846 215934
2015556 1,760,467 1644771 1143447 555962
499,144 499,046 498,938 - -
4412647 3512351 3238064 2,817,148 1961033
$ 2609 $ 2023 § '$ 1848 S 1419

21.20

(1) -The net loss and loss expense ratio is calculated by dividing net losses and loss expenses by net premiums earned.

45



ey
()

4)

(5)

The acquisition cost ratio is calculated by dividing acquisition costs by net premiums earned.

The general and administrative expense ratio is calculated by dividing general and administrative expenses by net
premiums earned. : T :

The combined ratio is the sum of the net loss and loss expense ratio, the acquisition cost ratio and the general and
administrative expense ratio.

Book value per common share is based on total common shareholders’ equity divided by cornmon shares
outstanding of 149,982,139 at December 31, 2006, 148,830,691 at December 31, 2005, 152,737,209 at
December 31, 2004, 152,474,011 at December 31, 2003 and 138,168,520 at December 31, 2002. S
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B ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF;FINANCIAL CONDITION AND
RESULTS.OF OPERATIONS ----- oL e L ThE T N

The following is a drscussron and analysrs of our ﬁnancral condltron and results of operatlons Thrs o
,discussion and analysrs should be read in COIljlll"lCthl‘l with the audlted consolldated financral statements _
and related notes mcluded in Item 8 of this report For an overvrew of our busmess mcludmg 1nformatron

on segments and mdmdual lines of bus1ness refer to Item 1t of this report

h
. R I PR e O ol

Resutts of Opemnons° Years ended December 31 2006 2005 and 2004 P ‘- _ fo o

- . 3 A T L TS s o7 e v L SO LI TR,

Overview . SrTTL D T TR PR _-."l' . .\-*-,.1- .

.
a *.

We believe the followmg financial indicators are 1mportant in° evaluanng bur performance and
measuring the overa]l growth in value generated for our common shareholders:

. 2006 2005 2004

Return on'averagecommon equity........:...; ...... ‘ 26.7% :. 29% 163%
. Diluted book value per common share.........:......  $24 02 519, 19 $19. 85
" Cash dwrdends per common share . e $0 615 S 0. 60 .$ 0. 50

: N T . ' K
Return on average common equlty (" ROACE’) represents the Jevel of net mcome avat]able to

common shareholders generated from the average of the opening and elosmg common shareholders
equity durmg the pertod Our ob]ectwe is to generate superror returns on capltal that approprrately reward
our shareholders for the risks assumed by the Company and to grow revenue only when we deem the
returns meet or exceed our requirements. Diluted book value per common share is a non- GAAP fmanaal
measure; for further information refer to ‘Non-GAAP F1nanc1al Measures at the end of [tem 7. We
consider diluted book value per common share an appropnate measure of our returns to common
shareholders as we belleve growth in our book value ona dtluted basrs ultlmately ‘translates into growth of
our stock pnce Cur dmdend policy is an mtegral part of the value we create for our shareholders ‘The board

" of directors reviews our d1v1dend pollcy ona regular basis and has mcreased thé annual dmdend in each of’
thelastthreeyears e B A R P e

[T ! O ¢ i D T . o . 1
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The changes in ROACE and diluted book value per common share in the last three years have
correlated with movements in our net income available to common shareholders. The following tabie
breaks out net income into three components; underwriting income/loss, investment income and net
realized gams/losses and other revenues and expenses. Underwriting income on a segment basis is a
measure of underwriting pl’Ofltablllty that takes into account net premiums earned and other insurance .
related income as revenue and net losses and loss expenses, acquisition costs and underwriting related
general and administrative costs as expenses. Underwriting income is the difference between these revenue
and expense items. Because our investment portfolio is managed on a total return basis we have reviewed,
investment income and net realized gains/losses togcther Other revenues and expenses represent .
corporate expenses, foreign exchange gains/losses, interest expense and income tax expense; these have
been condensed in the table below but are reviewed individually in the discussion following.

Year ended December 31
2006 2005 2004
(in thousands)

i

Underwriting income_(loss):

Globalinsurance............... ... ... ..ol L $262,884 - § 114,781 $195,101
U.S. insurance....... el SN 100,032 °~ (37,827) 32,280
Reinsurance. ......... .. ..o it 311,859 (82,981) 137,261
Investment income and net realized gains/losses. ......... ’ 381,398 239,800 165, 706
Other revenues and eXpenses .................. e T (93,113)  (139,333)  (35,350)
Netincome...................... P T . 963,060 94,440 494,998 -
Preferred share dividends . . .........ooveereereninni.., (37,295) (4,379 —
Net income available to common shareholders. . . ... . $925,765 § 90,061 $494,998

Our underwriting results have significantly impacted the level of net income in the last three years
following losses incurred from Hurricanes Katrina, Rita and Wilma in 2005, and Hurricanes Charley,.
Frances, Ivan and Jeanne in 2004. In 2006, there was an absence of SIgnlflcant catastrophes and therefore
our underwriting income was substantially higher. Investment income has grown over the last three years
due to a combination of a larger investment base and higher yields and increased income from our
allocation to other investments. o,

Underwriting Results

Premiums:  Gross and net premiums written and earned in our insurance and reinsurance segments
in the years ended December 31 were as follows:

Gross
2006 2005 2004
Written Earned Y% Written Earned % Written Earmed %
(in thousands)

Global Insurance ...... $ 958,251 § 885348 264% 3% 861,098 § 971,548 29.6%$1,095328 § 913382 364%
U.S. Insurance ........ 1,112,216 1,070,619 31.9% 1,013,919 918,271 28.0% 824,235 689,037 274%
Insurance total ........ 2,070,467 1,955,967 58.3% 1,875,017 1,889,819  57.6% 1,919,563 1,602,419 63.8%
Reinsuance . . . ...... 1,538,569 1,397,917 41.7% 1,518,868 1388447 42.4% 1092748 908428  36.2%
Total .............. $3,609,036 $3,353,884 100.0% $3,393,885 $3,278,266 100.09:$3,012,311 $2,510,847 100.0%
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.. . Net ‘
2006 ) 2005 . 2004
Written Earned -% "+ Written Earned % Written / Earned ‘%
' (in thousands)

Global Insurance ..... $ 850,533- $ 746393 27.7% % 649,703 $ 748015 293%$ 933,198 $ 796,566 39.3%

U.S. Insurance . ...... 609,866 559,367 208% 518,064 453,534 17.8% 430,087 349,287 17.2%
Insurance total .. ... 1,460,399 1,305,760 48.5% 1,167,767 1,201,549 ~ 47.1% 1,363,285 1,145853 56.5%
Reinsuance. ., ..%.... 1,528,780 1,388,510 51L5% 1,491,222 1,352,134 52.9% 1,060,388 882,544 43.5%
Total .......... .. $2,989,l79 $2,694,270 100.0% $2,658,989 $2.553,683 100.0%$2,423;673' $2,028,397 100.0%

Changes in net premiums earned reflect perrod to period changes in net premiums written and
business mix, together with normal variability in earning patterns. The increase'in net premiums written in
each of the last two years reflects the continued growth of our global underwriting platform since our
inception five years ago. Our underwriting objective is to achieve both profitability and diversity in our
portfolio, not simply total ptemium growth, and in the last three years we have balanced our organic
growth and expansions with disciplined underwriting in the face of competitive pricing pressures. Refer to
Ttem 1, “Our Business Strategy” for further discussion. For a detailed account of the movements above
refer to the segments dlscussron below, S R .

Loss ratio:  The table below shows the components of our et loss and loss expense ratio
{“loss ratio”):

Year ended December 31
2006 2005 . 2004

.- Current year, before hurricane losses. .,................. 60.9% 55.4% 57.3%
Hurricane 10sses . ..............ooouunn. e Ll s — 399% 131%-
Net favorable prior period development ................. 8.0)% (15.00% (9.00%

LOSSTatio.....oovvvvernnneeinnnnnn. PRI L. 529% 803% 614%

Although major losses are an inevitable part of our business, the hurricane losses in 2004 and 2005
had such a significant impact that we have highlighted them separately above. . L

The prior period reserve development was the net result of several underlymg favorable and adverse
developments, primarily on our short tail lines of business. In 2006 it included 3.9 percentage points of
reserve strengthening in relation to Hurricane Katrina, Rita and Wilma. While we believe that our loss
reserves at December 31, 2006 are’'adequate, new information may lead to future developments in ultimate
loss and loss expenses significantly greater or less than the resérves currently provided. In addition,
conditions and trends that affected the development of liabilities in the past may not hecessarily occur-in
the future. Aceordmgly, 1t 1s mapproprlate to ant1c1pate future redundancres and defimencres based on
historical experience. L : ‘ ’ : ‘

" Qur loss ratio also ﬂuctuates from year to year dependmg ona number of other vanables that include
the level of estimated attritional losses changes in our mix of business and changes in pricing and other
assumptions used to establish our loss ratios. In 2005, the Company began to meorporate its own spemfic
loss information in establishing initial loss ratios on certain short-tail lines of business. :
¥

‘Acquisition Cost Ratio: Our acquisition costs ratio was 14.4%, 13.2% and-13.8% in 2006 2005and '
2004, respectively. Acquisition costs relate to the commissions, taxes and other fees paid to obtain business
offset by commissions received on ceded premiums. Typicaliy, our acquisition costs are based on a
‘percentage of the premium written and will vary by,.each line of business that we, underwrite. Hlstoncal]y, _
our acquisition costs have included incentive commission costs however we discontinued such .
arrangements w1th brokers at the end of 2004 Incentive commissions represented 2.1 percentage points of
our 2004 acquisition cost ratio. Our ratio Otherwise increased in 2005 compared to 2004 reflecting an
increase in the relative share of net premiums earned generated by our reinsurance segment (see above)
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where acquisition costs are higher than our insurance segment. The share of reinsurance business
stabilized during 2006 and the increase in the ratio in 2006 as compared to 2005 was largely due to business
mix changes in our U.S insurance sub-segment.

- . [ .

Investment Income and Net Realized Investment Gains/Losses

Our investment portfolio is structured to preserve capital _and—provi.c]e us with a high level of liquidity.
Additionally we invest our portfolio with a focus on total return rather than establishing yield or income

targets.
i

The following table provides a breakdown of investment income, net realized mvestment gams/'iosses
and also the associated yields and returns: ' ' -

Year ended December 31
. 2006 2005 2004
' ' ' (in thousands) [ v
Interest income on ﬁxed maturity lnvestments e e '$291,996 $218,881 $141,929
Interest income on cash and cash equivalents . ........... 76,735 27,413 .. 14,684
Changes in fair values of other investments........... e 46,252 16,957 2,482 .
‘ ' o 414,983 © 263251 159,095

Investment EXPENSE . .....vvvreie o (7,883) (6,539) (7,023)

Net investment income. . ....................oooiul. 407,100 256,712 152,072
Net realized (losses) gains on fixed maturity investments . . (24,646)  (24,248) 16,432
Changes in fair values of investment derivatives. . ..... .. (1,056) ~ 7336 (2,798)

Net realized investment (losses) gains .. ... e (25,702) (16,912) - 13,634
Net investment i mcome and net realized investment ‘ '. L

(loSSeS) EAUNS . .. ...ooviiriir i anennanss $381,398 $239,800 $165,706
Annualized effective yield of invested assets(1) .......... 4.6% 39% . 34%
Total return of invested assets(1)............... e 46% . 23%: | 34%,

Total retum of cash and investments. ................... 4.9% 2.5% 3.4%

- T L L

(1) Invested assets represent assets managed by external mvestment managers

Net investment income: Net mvestment income increased 58. 6% in 2006 over.2005,and 68. 8% in 2005
over 2004. The growth from period to period is a result of a combination of. a_,]arger investment.base, .
higher investment yields and increased income from our allocation to other investments. Our average |
investment base increased substantially to $8.4 billion in 2006 from $6.4 billion in 2005 and from $4.9
billion in 2004 due to positive operating cash flow and capital raising activity in 2005. The growth,in the,
annualized effective yield was primarily due to higher U.S. interest rates at the short end of the yield curve.
As an example, the yield on the 3 year U.S. Treasury increased from a 3.22% yield at December 31, 2004 to
4.36% at December 31, 2005 and 4.73% at Decémber 31, 2006. The vield on our portfolio may vary - ‘
significantly from period to period due primarily to the timing of cash flows, changes in interest Tatés and -
changes in asset allocation. Increased income from our other investment portfolio is a result of larger
allocations combined with better total returns in 2006 from those investments. '

v

Net realized investment losses/gains: The majority of our portfolio is invested in the fixed income
market and as a result the level of realized gains and losses on these investments are highly correlated to **
fluctuations in interest rates. The effect of increasing interest rates throughout 2005 and 2006 negatively
impacted the price of fixed income resulting in laiger unrealized loss positions and consequently, portfolio
turnover caused increased realized losses. Additionally, we recognized realized losses of $4.6 million *
(2005 and 2004; nil) from securities that were considéred to be other than temporarily impaired.
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Total return:  Our portfoho is managed to maximize total return.within certam gurdelrnes In Loy
assessmg returns under th1s approach we include net investment lncome net reallzed investment galns and
losses and the change in unreahzed gains and losses generated by our mvestment portfoho The mcrease m
our total return betwéen 2004'and 2006 was dué 6 a ‘growing allocation to thé hrgher retummg other
investments and more significantly an increase in short and intermediate U.S. mterest rates whlch _
stemmed from the increases in the Federal Funds rate which began in the mid part of 2004 ‘and’ contmued
in 2005 and 2006. Despite the steady increase in yield over this-period; the magnitude of the rate ‘increases .

- in 2005 had such a negative impact on the fair value of the fixed income portfolio that the realized losses
" and unreahzed losse$ more than offset the increase in yield in that year. ”

E R

Other Revenues and Expense items ' ' ot f

The following table sets fo\f{th:‘ our other fevenues and expenses: - '

oy it '

. Year enided December 31 i
. o ' R YIE 2006 s 2008 rid ~-2004 -
) . . o (in thousands)
Corporate expenses ......... e N $(58,822) $ (46,729) $(39 109)
Foreign exchange galns (losses) ........... .. 32505 (54, 090) _ "14, 484
.Interest eXpense .. ... e dastairencacna., - (32,954) (32, 447) (5 285) ,
.Income taxexpense e Tr Ty (33,842) ' " (6, 0_) | (5,440)
) < T T $(93, 113) $(139,333) $(35 350)

NS Pl

Corporate expenses: Our corporate expenses include holding company costs necessary to support our
. worldwrde insurance and reinsurance operatlons and costs associated wtth operating as'a ‘publicly-traded

" company.-/As’a percentage of net premiums earned, corporate expenses were 2. 2%, 1.8% and 1. 9% for 2006,

* 2005 and 2004 respectively: The movement largely reflects changes in our mcentlve compensatlon costs which
~ are tied to our operating results. ‘ ; -

Forezgn exchange gams (losses) Our reportrng currency is the U.S. dollar however some ot éﬁ‘r‘ o
businéss is wntten in other currenc1es The gams m 2006 and 2004 were prmc1pally madeé ‘on ghie Ve " :
revaluation of’ asset balances denominated i Sterlmg and Euro followrng arf‘apprecratron of Sterhng and”’
the Euro against the U.S. dollar, whereas these cufrencies deprecrated agamst ‘the U.S do]lar in'2005

resultmg in-an’ exchange loss. « = . yen Ui g e R et .'.,:r

) g
®

Inrerest expense Interest éxpensé pnmarlly consists of mterest due on our senlor fiotes that we 1ssued
in Novémber 2004, which' bear interest at's.75%, In Decembér, 2006, We enitéred intd a $400 0'millién 'f" _-’ ..
repurchase agreement that we antrcrpate renewmg throughout 2007. The repurchase agreement béars '
1nterest ata- rate'of 3 month LIBOR plis’ 0. 9% per annum and therefore we antrcrpate 1nterest costs to
mcrease s1gnlf1cantly during 2007; Fér further detall refer to “hablhty under repurchase agreement”'m the :
commitments and contmgenczes section, below. y CoEE e -

qur

Income tax expense:  Income tax expense is generated primarily through our forergn operatlons in the
United States and Europe Income tax expense increased over the three year penod as the foreign = -
-operatrons contnbutron to mcome before tax mcreased Our effectlve tax rate on nét mcome which we
calculate as mcome tax’ expense drvrded by income before mcome tax, was 3 4% for 2006 compared wrth
6.0% in 2005 and’ 1 1% in 2004 The Company s effectlve tax rate was hlgher in 2005 than 2006 o1 2004 due
to the substantlal reductlon in thie Company s income before tax dug to hurr1cane losses Changes in our -
geographlc mrx of eammgs also 1mpact mcome “fax expense and effective tak rate oo et

.
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Undenvn'ting Results by Segment: Years ended December 31, 2006, 2005 and 2004-

Our business consrsts of two underwriting segments: insurance and reinsurance. Our i 1nsurance
segment 1s further drvrded into two sub -Segments: globa] msurance and U. S msurance

ta '

Insurance Segment Ovemew

Results of our 1nsurance segment.were as follows . . . Sl
Year ended December 31
2006 - 2005 . 2004
‘ (in thousands)

Revenues: ’ o
Gross premiums written ............... $2,070,467 $1,875,017 $1,919,563
Net premiums written . . . .. R 1,460,399 1,167,767 1,363,285
Net premiums earned ................. 1,305,760 1,201,549 1,145,853
Other i 1nsurance related income (loss) . . 1,758 (5,085) . 10,264

Expenses: : ‘ - ' ‘
Net losses and loss expenses ............ (636,684)  (882,807)  (686,470)
Acquisition costs. ..... e (152,002) * (119,000) '(135,732)
General and administrative expenses . . . . ' (155,916) (117,703) _ (106, 534)

Underwriting income . ................... $ 362916 $ 76954 § 227381

Ratios: : ,
Lossratio........coovveiuiiiinann..., . .. 48.8% 73.5% 59.9%.
Acquisition cost ratio. ... .............. . L AL6% . 99% . . 11.8%
General and administrative ratio. .. ..... 11.9% . 98% . 93%

. Combined ratio. ........ e .U T23% . ,‘93._2%; _-81.0%,_

The mix of busmess in our insurance segment has evolved over the last three years in.response to

market conditions and opportumtres We have srgmﬁcantly reduced our, partlmpatron on aviation and
“aviation war business since 2004 due to pricing pressures; however, growth in professronal lines and
polltrcal risk business mitigated the declme in total premium in the segment.

Our loss ratio in 2005 1nc!uded 33 8 percentage points of net losses incurred relating to Humcanes
Katrina, Rita and Wilma while our 2004 loss ratio included 8.5 percentage points relating to Hurricanes
_Charley, Frances, Ivan and J eanne. In 2006 there was an absence of major catastrophes and therefore our
reported loss ratio was significantly lower. OQur underwrrtmg resulfs have also been srgnrfrcantly nnpacted

by development on prior year net loss reserves. In 2006, we experrenced net favorable prior year
development of 12.8 percentage pomts compared to 22.4 percentage pomts and 9.3 percentage pornts in
2005 and 2004, respectrvely , . E e

2007 outlook e

Generally, we are sansfred that the broad property and casualty i insurance marketplace provides us
ample opportunity to target attraetrvely priced risks. Current rate levels for some lines of business, like "
catastrophe- -exposed property and energy business, continue to produce retums above historic levels. In
areas where the competition has been’much more aggresswe such as terrorlsm and aviation, we are
maintaining a conservative posture. Other lines, such as primary casualty, umbrella and professronal lines,
still contain good profit potential, but bear closer scrutiny. Smaller accounts are experiencing less pricing

" pressure and we continue to develop our capabilities for efficiently accessing and underwriting
these accounts.
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The: followmg isa dlscusswn of thé underwriting results within our global and U).8: insurance sub-.

E

Segments . "+ . Lt + ) oLy oo oo e

. . A o - : Y T

[ . LI o

Global Insurance Sub-Segment . b . L col

Results of our global insurance sub-segment were as follows: R
t - -t U . . e Lo o R N ' . s I

. Year ended December 31

= L 2006 2005 2004 .
: T e e : ' (m thousands) I o T
.- Revenues: T : - I R
Gross premlums written .......5. 0.0 $°958251. r$ 861 098 $1 095 328 oo
Net premiums written . ................ 850,533+ 7:~649,703.. - .1 933,198. .~
Gross premlums earned .............. . 885348 . 971,548 . 913,382
Nét premiums earned ..., ............ - 746393 748 015 796,566
Other insurance related (loss) income . —, (5,865) 10,264
Expenses: . . . .
. Net losses and loss expenses.’.......... . (331,778) -~ (492,667) ~(451,724)
" AcqUiSition COStS. .1 ... .uiea.nns S  (102,673)  (97.908)  (124,953)
General and admlmstratwe expenses . © (49,058)  (36,794) (35,052) .~ .
Underwntmg income........... PP ; $ 262,884 $ 114,781 $-195101
Ratios: : . K T a o .
" Lossratio........ti.eeieeien, e 44.5% C659% - - 56.7%
.~ Acquisition cost ratio. . .. ... . ~13.8% 131% ... - 15.7%"
. General and administrative ratio. ... .. - . 6i6% L 49% - . 44%
Combined ratio. . ........ P .. 649%  83.9% 76.8%

AR S [ i o it D

s Gross premiums written: . The followmg table provides gross premiums wrrtten by lme of busmess

— ' Vear ended December 3L__ . L
‘ 2006 : 2005 : . 2004
. - - foge . (in thousands) - .- ~ *. " T
v Property....cc..:ove. .$237,155 0 -.24.7% $203,258  23.6% $ 249 200 - 22.97% ;
«.. . Marine .~.. ;... .0 (182,233 19.0% 162,893 . 18.9%. '177 592 16.2%
" Terrorism and War S P T T
Risk.............. 160,140 16.7% 190,139 '22.1% 318 887 291%: -
Aviation and | S L .
Acrospace ... ... . 41,128  43% 87,421 10.1% - 175829 16.1%
Political Risk . ........ . 208,625 . 21.8% 128,904 15.0% = 125,448 11.5%
* Professional Lines and o . . R
Other Specilty .. .. "~ 128,970 _13.5% _ 88,483 . 10.3% 48372  4.4%
Total L 7$958251  100.0% $861,098 ' 100.‘0% $1’,095,328g 100.0%

Several premlum trends that characterrzed 2005 contmued into 2006 We contmued to reduce our
participation on terrorism and war risk and aviation and aerospace lines due to pricing considerably below
our threshold for this business. Simultaneously, we grew our professronal lines with the addition of a
London market-based underwrrtmg team in early 2004 and the acqmsltron of a large specralty program in
mid-2005. ‘While total | gross premrums written decreased in 2005 over 2004, we expenenced an mcrease of
11, 3% in 2006 over 2005 due to several factors. During 2005, the property and offshore energy markets .
were characterized: by strong competition, particularly on non-U.S. exposures, wrth pricirg pressure ’
leading to reductions in our renewal participation. However, this trend reversed in 2006 for natural perlls-
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exposed property and offshore energy risks in the U.S. and Gulf of Mexico where significant rate increases
were implemented following the 2005 hurricane losses. Growth in these lines would have been greater had
it not been for initiatives to reduce our natural peril catastrophe exposure. In 2006, we grew our political
risk business through a combination of an additional underwriting resource and new market opportunities.-

Ceded premiums: 'The percentage of premiums ceded in our global insurance sub-segment varies
depending on our analysis of the relative attractiveness of reinsurance buying opportunities. Premiums
ceded as a percentage of gross premiums written was 11.2%, 24.5% and 14.8% in 2006, 2005 and 2004,
respectively. The significant increase in ceded premiums in 2005 was largely due to higher reinstatement
premiums following our utilization of reinsurance protections on Hurricanes Katrina, Rita and Wilma. In
2006, there were few attractive reinsurance buying opportunities and we concentrated on reducmg our
gross exposures in order to mitigate volatlhty in our portfolio. : :

Net premiums earned: The followmg table provides net premiums earned by line of business:

“Year ended December 32 * °

2005 2004 -
(in thousands)

Property ............ R - $168,248  22.5% $151,905  20.3% $199,774  25.1%
Marine ................ N 139,655 18.7% 95,059 12.7% 133,883 16.8%
Terrorism and War Risk . . .... 196,513 263% 262,458 3519 252,061  31.6%
Aviation and Aerospace. .. .... 53,298 71% 121,412  162% 148,184 18.6%
Political Risk ................ 87,972 11.8% 54,202 72% 38,491 - 48%
Professional Lines and - E _ IR '

Other Specialty . ........... 100,707 13.6% _ 62,979 8.5% 24,173 3.1%

Total .......... T © $746,393  100.0% $748,015 100.0% $796,566 100.0%

Between 2005 and 2006 net premiums earned decreased by 0.2% despite an increase in net premiums
written of 30.9%. This partially relates to the significant reduction in aviation and aviation war premium
since 2004. This business is primarily renewed in the fourth quarter. Consequently, 2005 includes the earn-
out of significantly more aviation and aviation war premium from the 2004 underwriting year than was
earned in 2006 from the 2005 underwriting year. In assessing net premiums earned, another significant
consideration relates to our political risk book. This line typicalty provides multi-year insurance coverage
and therefore the premiuri is earned over a number of years. Less than 10% of premiums written in 2006
were earned in 2006. This was also due to the fact that a stgmﬁcant amount of premiums were written in
the last quarter.

Loss ratio:  The table below shows the components of our loss ratio:

Year ended December 31
2006 2005 2004
. (in thousands)

Current year, before hurricane losses. . N '61 0% 597% 62.0%

Hurricane losses............ [ —  386% 63%
Prior period net favorable development ........ (16.5)% (32.4)% (11.6)%
Loss ratlo e s 44.5% 65.9% 56.7%-

Although major losses are an inevitable part of our business, the hurricane losses in 2004 and 2005
had such a significant impact that we have highlighted them separately above. The prior period reserve
development was the net result of several underlying favorable and adverse developments, primarily on our
short tail lines of business. In 2006 it included 7. 9 percentage points of reserve strengthenmg in relation to
Hurricanes Katrma Rita and Wilma.
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Our loss ratio also fluctuates year on year depending on a number of variables that include the volume
of estimated attritional losses, changes in mix of business and changes in pricing and other assumptions. -
used to.establish our loss ratios. In 2005, the Company began to incorporate its own specific loss
information in establrshmg 1mt1al net loss ratlos on certam shiort tall lmes of busmess ' '

Acquisition Costs:»* Incentive commission costs accounted for 3.3 percentage points of our. 2004 Do
acquisition cost ratio however we discontinued such arrangements at the end of that year. Our acquisition -
cost ratio has otherwise increased in each of the‘last two years reflecting changestin our mix of business. i -+

U.S Insurance . ; ‘ T ‘
; et Sl o e w

- Results of our U S insurance sub segment were as follows

T t . o Year ended December 31

o 2006 2005 2004
. IR R : ¢ ; (in thousands) - *
Reveriues: . v T T - : -
. Gross premiums wntten ...... Nl roo$L,112216  $1,013,919 ., .8 824,235 .
Net premiums wrltt_en..;.....:,‘...;_....’. ., 609,866 518,064 . 430,087 . ¢ . .+,
Gross premmms earned .. ..ot r 1,070,619 918,271 . 689,037 L
Net premiums earned ,................ 559,367 453,534 349,287 :
Other insurance related income. .. .. weee .. LS8 780 —
.Expenses . : _ P -
.Net losses and loss expenses. e (304 906) ,{390,140) ' .(234,746)
Acquisition costs. ... .. ....... e . (49329) | (21,092) - (10,779) |
General and administrative expenses . (106 858) (80,909) "(71,482)
Underwriting income (loss)™........... .. $-100,032. $ (37,827) § 32,280
Ratios: .+ .. o ene X
Loss ratio........ e e 54.5% 86.0% 67.2%
Acquisition cost ratio.”........7...... oo N g8 tU4T%T 3%
General and administrative ratio........ 191% - 178% 205%

Combtnedratm..'.'..3‘......._.. ....... o 824% __ 1085% _ 908%

Gross premiums written: The following table provides gross premiums written by line of business:
. ., N B B N T T . i .

e T
i L ' ST - - ' . " . Year ended December 31 v o
‘ s 2006 - . 2005 . Z004 .. .
. . o .. (in thousands) :
'Property RS S A $ ‘432, 921" "38.9% $ 366,578  '36. 2% $322 302° 39:1%*
Professional Lines...... e 365,787 32.9% 343,635 3399 272,224 33.0%
Liability. ...... ST . -279631  251%.,. 285,168 . 28.1% 229,562 ..27.9%
Other Specialty ............... ... ,33,877 ., 3.1% - . 18538 - 18% . 147 00%
Total ............... T.oe.. $1L,112216  100.0% $1,013,919. 100.0% $824,235  100.0% . -

In 2006 we were able to consohdate build and strengthen the market posmon we had establlshed by
the end of 2005. The ma]orlty of growth in 2006 was driven by significant rate mcreases in our natural peril
exposed property, catastrophe busmess followmg the 2005 hurricane losses. Th1s‘was achieved while .~ . °
substantrally reducing our natural perrl aggregate exposures The premlum trends- that characterrzed 2005
continued into 2006. These mcluded growth of custom accounts in our property lme of business, writing
additional errors and omissions insurance in our professronal lines book (having appomted a managing
general underwriter effective January 1, 2005), expanding our umbrella and excess liability-business, and
growing our employer stop-loss business in our other specialty account. Despite the aforementioned
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increase in umbrella and excess premiums, growth in our liability book was tempered during 2006 by a
reduction in excess and surplus primary business due to a more competitive:market.

Ceded premiums: Premiums ceded as a percentage of gross premiums written was 45.2%, 48.9% and
47.8% in 2006, 2005 and 2004, respectively. The increase in the percentage of premiums ceded in 2005 was
largely due to higher reinstatement premiums following our utilization of reinsurance protections on
Hurricanes Katrina, Rita and Wilma. The 2006 ratio was also impacted by business mix; a higher
percentage of earned premlums were derived from our errors and omissions book which has a low ceding
percentage. ‘

Net premiums earned:  The following table provides net premiums earned by line of business:

Year ended December 31

2006 2005 2004
. (in thousands)
Property ...t $184,153 329% $166,478  36.7% $154,336  44.2%
Professional Lines..................... 212319 38.0% 141,253 31.1% 79,431 22.7%
Liability........ e 134,264  24.0% 133,550 29.5% 115,503 33.1%
Other Specialty ....................... : 28,631 5.1%. 12,253 2.7% 17 0.0%
Total ............... R 5. '$559367 100.0% $453,534 100.0% $349287 100.0%

Changes in net premiums earned reflect period to period changes in net premiums written and
business mix, together with normal variability in earning patterns. The increase in net premiums earned in
each of the last two years reflects growth in our net premiums wrltten Changes in mix of busmess over this
period have not significantly impacted ! thls trend.

Loss Ratio:  The table below shows the components of our foss ratio:

Year ended December 31

. 2006 2005 2004
Current year, before hurricane losses. .. .. 62.4% 66.0% 57.9%
Hurricanelosses.................ovus — 258% | 134%.
Net favorable prior period development ..  (7.99% (5.8)% .= (4.1)%
LOSS Tatio . . o\ eee e 54.5%  860%  67.2%

Although major losses are an inevitable part of our business, the hurricane losses in 2004 and 2005
had such a significant impact that we have highlighted them separately above. Net favorable development
in each of the last three years has been driven by lower than expected frequency and severity on our
property accounts. In 2006, approximately 86.0% of the net favorable development related to the 2005
accident year. )

Our loss ratio also fluctuates year on year depending on a number of other variables that include the
level of estimated attritional losses, changes in our business mix and changes in pricing and other
assumptions used to establish our loss ratios. - .

Acquisition Costs:  Incentive commission costs accounted for 3.9 percentage points of our 2004
acquisition cost ratio, however, we discontinued such arrangements at the end of that year. Our ratio has
~ otherwise increased in each of the last two years teflecting the growing share of business generated by
managing general underwriters within our professional lines book. This business generally has higher gross
acquisition costs than the rest of the book and a significant portion of it does not have an override
commission associated with remsurance coverage . -
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Reinsurance Segment - - - o e coe

‘Results iri our reinsurance seégment were as follows; iy .
. . ' . . : ] . . ) - ' O L N . : PR B M . LI

e 1 S ' : "+« +'Year ended December31 ‘
’ . 246 - - 2005 . 2004- . .-

o ’ ’ _‘-. o ‘ . ' E ' - ‘ .(inlhuusands) .
Revenues L . _ )
Gross premlums written ........... AR .' . $1 538,569 $ 1 518 868 - $1,092,748 © °
‘Net' premlums Written ©. o '1,528,780  1,491,222° " 1,060388°
.Gross premiuins earned. . . . .. T 1,397,917 1388447 908,428
- Net premiums earned.. tt........ e e o 1,388,510 1,352,134 .. 882,544
‘Other insurance related INCOME. . ivinennnnn. . T L35 . S — 989 -
. Expenses: . = .: . . W et Lo ;- . e
Net losses and.loss expenses . ... 5 i ees - (789,171)  (1,168,322) . . (559,774)
ACqUiSition COStS . . .o vvieiniii i CTa (234957) 0 (218,383)  (144,836)
General and administrative expenses ...... e _ {53,658) . (48,410) (41,662) -
Underwntmg income {loss) ...... DT .. % 311,859 $ (82,981) § 137,261
Ratios: -, 5 | n S - ; o o . . .
" Loss and loss expenses ratio ... ... " 56.8% 86.4% -63.5%
"Acquisition cost ratio .. ... i o e T 0 16.9% 162% - -16.4%
- General and adrmmstratwe rat1o..’ ...... U A 3.9% 3.6% . 49%
- Combined ratlo...". ....... EU el o T16% 106.2%. - - 84.6%

The i inctease in underwrrtmg 1ncome in 2006 reflects ari absence of major catastrophe losses compared
to 2005 and 2004. The book of business underlymg our results has grown consrderably in the last’ three
years reﬂectmg our geographrc and product expansmn - :

Gross Premiums Wntten The fol]owmg table’ provrdes gross premlums written by line of busmess:

r

IR oo T “ - YearendedDecember31

- R RN Y | T S 2005 . . 3004 . -
ke e e e Lo e B (inthousands) ‘ .

Catastrophe ...\, ......... § 464,096 302%$ 520,057 34, 2% 424,847 389%
Property ......... L VXU Y338562 22.0% 383278 252% 246,838 226% .
Professional Lines. .......... el 274,435 17.8% ¢ 232259 15.3% ¢ 204,637  189%
Creditandbond .......... L. 97664 63% 103277  6.8% 73352  67%
‘Motor ....... CooaiMo T 841Tl 55% . 73992 49%- 37,761 34%
Llablllry...........L.E ...... T, 204619 133% . 165122 109% 8049  -74%
Other........... RUUDUUR 75022 49% 40,883  2.7%. . 24817 . 23%
Total .......... e _ $1 538,569 100.0% $1,518,868 ..100.0%$1,092,748 100.0%

Our reinsurance segment provrdes treaty property and casualty reinsurance on a worldwide basis
through our offices.in Bermuda, the U.S and Europe. We initially began writing traditional catastrophe-
and property reinsurance from our Bermuda office, however, following the commencement of our U.S and
European operations in 2003, we have since eéxpanded into specialty property risks; casualty, motor, credit.
and bond and other. select risks. The substantlal increase in-gross premiums written between 2004 and 2005
prlmarrly reflects the carly growth and market penetration of these new operations. In 2006, although we
further increased our partlcrpatlon on all these lines of business, growth was natura]ly less significant than -
in earlier penods In addition’ unfavorable forelgn exchange rates reduced gross premlums wntten 1n 2006
‘relative 102005, Lo N :

ST
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Trends in our catastrophe account over the last three years are distorted by reinstatement premiums. -
These were significantly higher in 2005 following cedants’ utilization of coverage in Hurricanes Katrina,
Rita and Wilma. Excluding reinstatement premiums, we experlenced growth in our catastrophe book of
3.8% between 2005 and 2006. This was driven by significant rate increases, particularly on U.S exposures
impacted by the hurricane losses of 2005. Growth, however, was tempered by our decision to reduce our
aggregate natural peril catastrophe exposures on this line. The decrease in gross premiums written in our
property account in 2006 is driven by a reduction in our property pro rata renewal. This was partlally a
result of certain cedants exiting the property market and was also due to the fact that such. busmess was
considered less attractive than in 2005.

Ceded premiums written:  Premiums ceded as a percentage of gross premiums written was 0.6%, 1.8%
and 3.0% in 2006, 2005 and 2004 respectively, We primarily purchase reinsurance as and when market
opportunities arise to mitigate the impact of catastrophe loss events. Consequently, the level of premiums
ceded can fluctuate period to period. The percentage of premiums ceded was lower in 2006.due toa
reduction in the availability of appropriately priced coverage. : :

Net premiums eaned: The folloying table provides net premiums earned by line of bu:gineés:' '

Year ended December 31 : s
2006 2005 2004 ’

s ' ' . . (in thounsands) .
Catastrophe .................. $ 441,311 31 8% $ 497,724  36.8%$396,753 45.0%
Property . .oooveveivannenn.ns 335462  24.1%. 346,134 25.6% 188,572 21.4%
Professional Lines............. 225,902  16.3% 207,298 153% 142,183 16.1%
Creditandbond .............. 94,487 6.8% 83,030 6.1% 36,873 42%
Motor ........... SRR _ 86,193 6.2% . 73,249 54% 29,617 - 33%
Liability.......cconvvvineen.. 165391  11.9% 110,242 82% 67862 - T7%
Other. ......oocoiiiiiinien.. 39764 . 29% 34457  2.6% 20,684 . 23%
Total ...................... $1,388,510 100.0% $1,352,134 100.09% $882,544 100.0%

Changes in net premiums earned reflect period to period changes in net premiums written and
business mix, together with normal variability in earning patterns. The increase in net premiums earned in -
each of the last two years has largely correlated to the growth in our net premiums wrltten over thlS period.
Changes in mix of business over this period have not significantly impacted this trend

Loss ratio:  The table below shows the components of our loss ratio: T
Year ended December 31
: ‘ : . 2006 2005 T 2004

Current year, before hurricane losses............. T 60.3% 49.5% 52.8%
Hurricanelosses . .............cocieeiuat, . - 45.4% 19.2%
Prior period development............7......... (3.8)% (85% (85)%

LoSSTatio. . ...t 56.8% 86.4% 63.5%

. . . " |

Although major losses are an inevitable part of our business, the hurricane losses in 2004 and 2005
had such a significant impact that we have highlighted them separately above. The net favorable
development in 2006 includes 3.9 percentage points, of strengthening to net reserves relating to Hurricanes
Katrina, Rita and Wilma. The favorable development in all three years was primarily due to better than -
expected claims expcrlence on our property catastrophe and other short tail lines of business. :

. Our loss ratio also fluctuates year: on year dependmg ona. number of other variables that include. the
volume of attritional losses, changes in mix of business and changes in pricing and other assumptions used
to establish our loss ratios.
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2007 outlook ... - . S Lo . Lo v

Generally, overall discipline throughout the global reinsurance marketplace dontinuds. We continue
to experience the ongoing trend of greater risk and retention appetite in the industry bringing to bear.
modest price reductions. For property catastrophe business, major buyers dropped lower layers in favor of
larger-limits at.the upper end of-their programs, whilst, for casualty reinsurance business; cedants tended to '
retain more business. Critically, we have not seen major slippage in terms and conditions.. _: ERE

Rates continue to be up substantially for U.S. catastrophe-exposed reinsurance business relative to the
1st of January 2006 as an element of catch-up to mid-year 2006 levels took place. Howéver, the market
dislocation evident at mid-year 2006 renewals has further corrected. Reinsurance renewals in Continental
Europe, where the primary renewal date-is January 1st, were characterized by-an abundance of capacity. -
We expect that Windstorm Kyrill, which caused damage across a number of European countries in.
January of 2007, will stabilize this marketplace: Finally, we expect the impact of recent Florida legislation /.
bypassing the private reinsurance marketplace to directly impact less than 2% of reinsurance premiufns.

Liguidity and Cagi‘tal Resourc -s '
Liquidity Lo e L | e e

As a holding company we have no substantial operations of our own and our assets ‘consist primarily
of our investments in subsidiaries. Accordingly, our future cash flows depend primarily upoi the
availability of dividends or other statutorily permissible payments from our subsidiaries. See Item 8, -
Note 17, to the Consolidated Finz@nt:ial Statements for further discussion. R

Liquidity is a measure of a Company’s ability to generate sufficient cash flowsto meéet short-term and
long-term cash requirements. Our liquidity requirements have been primarily met by funds generated from
operations, routine sales of investments and financing arrangements (sce capital resources.section below).
The cash provided from these sources is.primarily used to pay loss and loss expenses and other operating'
costs, Our diversified portfolio and risk management has demonstrated our ability to withstand -,

per - \ Py

extraordinary losses as was the case in 2005. To further ensure the sufficiency of funds we hold a certain
- amount of invested agSets in cash and short term investments and other readily marketable securities. At
December 31, 2006 this balance was $8,459.8 million. Although the timing and amount of catgétrophe C
claim payments are inherently unpredictable, we anticipate that our cash flows from the above sources o
_ will continue to be sufficient to meet our future liquidity needs, including our contractual obligations,
detailed below. . - S o T L
. y . . TR B e e T e .o . Y

Operating cash flows: _ Our cash flows from operations generally représent the differénce between!
(1) premiums collected, reinsurance rpcovérieg and investment income receivéd and (2) losses and loss
expenses paid, reinsurance purchased and underwriting and other expenses.paid. Cash inflows from .
operations have been consistent during the last.three years despite substantial variations.in our-levels of
net income. 'We-generated net-operating cash inflows’of $1,613.3 million, $1,582.9 million and $1,600.0 .
mitlion in 2006, 2005 and 2004 respectively, compared to net income of-$963.1 million, $94.4 million and. *
$495.0 million, respectively. The difference between net income-and net'cash inflow in each of the last
three years is primarily due to increases in our net loss reserves, net of paid losses and recoveries. .

Financing !ac't'i_w'ties.“ Cas}l_ flows relating to financing activities ih'cli;dq'th.él payment of cfiv;idends, ' i
share related transactions and the issue or repayment of debt. During 20Q6,,we generated $289.5 million
from financing activities compared to $260.8 million and $426.8 million in 2005 and 2004, respectively.
These cash inflows primarily related to the following: during 2006 we received $400.0 million froma-
repurchase agreement used to fund an investment in an asset-backed note (refer.to “commitments and*
contingencies” below). In 2005 we-raised $693.6 million of additional capital in the form of common and

' o e o . V. e 1 - T, ot

'59




preferred shares offset by a $350.0 million repurchase of common shares from initial investors at the
formatlon of the Company. In 2004, we raised $495.7 million from a senior notes offering.

Invesung cash flows:  Generally, positive cash flows from our operating and financing activities are
invested in the Company’s investment portfolio. For further discussion of our investment activities, - -~
including our strategy and current durations refer to Item 1 and also-Noté 6 of.the Consohdated F1nanc1al
Statements included in Item 8 of this report: :
Cci_t;ital Resdurces ) ) N L o

In addition to common equity, we depend upon other external sources of finance such as debt,
preferred shares and credit facilities to support our operating activities. Having sufficient capital allows us
to take advantage of profitable opportunities, maintain our financial strength ratings and also comply with
-various local statutory regulations. The following table summarizes our consolidated capltahzatlon at
December 31: : : . :

2006 2005

: . {in thousands)
Long-termdebt.............ccvviniiiiiiiiina.., $ 499,144 $ 499,046
Preferredshares . ..., 500,000 500,000 .
Common equity............ e e . 3912647 3,012,351
Sharcholders’ equity............. e 4,412,647 3,512,351
Total capitalization ........ e e e $4,911,791- $4,011,397
Ratio of debt to total eapitaliiation ......... e, 102%  124%

- Long-ferm debt: 1ong-term debt represents senior notes we. 1ssued during 2004; for further
information refer to Item 8, Note 10 (a) of the Consolidated Financial Statements.,

Shareholders’ equzty At December 31, 2006, our shareholders’ equlty was $4,412.6 million compared
to $3,512.3 million at December 31, 2005. The increase of $900.3 million was primarily due to 2006 net
income of $963.1 million. During 2006 we declared dividends of $101. 7 million to common shareholders
and $37.3 million to preferred shareholders. For further lnformatlon on our shareholders equlty refer to ..
Item 8, Note 13 of the Consohdated Fman(:lal Slatements

Credtt facdmes At December 31 2006 and 2005 we had a credlt fac111ty agreement of $1. S billion |
and letters of credit outstanding on the facility of $365.0 million and $685.1 million, respectrvely For
further mformatlon refer to Item 8, Note 10 b) of the Consolrdated Financial Statements.

Shelf registrations:  On August 6, 2004, we filed an unallocated universal shelf registration statement
with the Securities and Exchange Commission that was declared effective on August 27, 2004. Under the
shelf registration statement, we may issue up to $750.0 million of equity, debt; trust preferred securities or
a combination of these securities. On November 15, 2004, we completed a public offering of $500 million
of senior notes. In addition the shelf registration statement also registered for possible future sales up to
68,216,017 common shares held by certain of the Company’s founding shareholders. The registration of the
founding shareholders’ common shares did not obligate these shareholders to offer or sell any of the
securities held by them. As at December 31, 2006 there were 36,501, 410 remaining common shares
available for sale by foundlng shareholders

On Oetober 3, 2005, we filed an unallocated umversal shelf reglstratlon statermnent with the Securrtles
and Exchange Commission that was declared effective on October 11, 2005. Under the shelf registration
statement, we may issue up to $1.5 billion of equity, debt, trust preferred securities or a combination of
these securities. On November 21, 2005, we completed a common share offering of 6,800,000 shares at
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$29.42 per share raising aggregate net proceeds of $200.1 million. In addition, we issued $250.0 million of
series B preferred shares under this shelf registration statement. The remaining capacity at December 31,
2006 was $1,050.0 million.

We believe our financial strength provides us with the flexibility and capacity to continue to obtain
external funding within the foreseeable future. ' . Co

(Y

Commitments and Contingencies

The following table provides'ari arialysis of our contractual obligatitm,s: by period due:

. - ] : At December 31, 2006

Less than - 1-3 35 More than
- _-Total 1 year - years ' _years 5 years
L : o L - -(in thousands) ] B
Estimated gross loss payments ........ ,.$5,015,113 $§ 775,843 -$2,247,045 $1,005,671 $ 986,554
Senior notes (including interest . . . o S
payments)........... e ieeanes ee.. 727,604 28,750 57,500 57,500 , - 583,854
Estimated life insurance premiums .... = 636,638 59,184 142,645, 122,129 . 312,680
Liability under repurchase agreement. . 400,000 400,000 , .- C— . -
Operating lease obligations........... 85,379 18,343 20,549 19,767 26,720
Reinsurance purchase commitments. . . 47,137 47,137 = C— —
Investment commitments. . ........... T 19,400 19400 — e —

Total C................... . e $6,931,271 $1,348,657 $2,467,739 $1,205,067 $1,909,808

3

. 'E:stin‘mted gross loss payments: Estimated gross loss payments represent actuarial and statistical )
projections of our expected ultimate settlement and administrationfcos't's of claims incurred. There are
numerous factors and assumptions involved in estimating loss and 0ss expense reserves. For further
discussion refer to our critical accounting estimiates section below. Given the limited loss payout pattern
information specific to our experience, we have used industry data, on a line by line basis, to estimate our
expected payments: The amount and timing of actual loss payments may differ materially from the
estimated payouts in the table above. = . . - :

" Estimated life insurance premiums: " To avoid life policies from lapsing, we are required to make

monthly life premium payments on 222 life policies in connection with ouf investment in life settlement
contracts. We will fund these payments through the use of the $65.0 million premium reserve ap‘count set
aside for this purpose and with future life insurance proceeds and investment income earned on the cash
flows relating to the life settlement contracts portfolio. Any shortfali from these funding sources will be,

met by the Company’s cash flows from operations.

Liability under repurchase agreement:  On December 20, 2006 we entered into a repurchase agreement
to fund our investment in a life settlement contracts portfolio. Under the arrangement we sold a
$400.0 million asset-backed note which we have agreed to repurchase on March 16, 2007 for a
predetermined price. The agreement provides for the ability to renew for the duration of the asset-backed
note. We may renew the répurchase agreement at its maturity. ' ' '

-

- Further information on the above contractual obligations, refer to Item 8, Notes to the Consolidated
Financial Statements. - = - ! o
Critical Accounting Estimates R " e

There are ceftain accounting poﬁcies that we consider to be critical due to the amount of judgment '
and uncertainty inherent in the application of those policies. In calculating financial statement estihates,
the use of different assumptions could produce materially different estimates. We beliéye the following
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critical accounting policies affect sngmfleant estimates used in the preparatlon of our consolidated financial
statements.

Reserve for losses and loss expenses

For most insurance and reinsurance companies, the most significant judgment made by management
is the estimation of the reserve for losses and loss expenses, which we also refer to as loss reserves. Our loss
reserves are established based upon our estimate of the total cost of claims that were reported to us but not
yet paid, or case reserves, the costs of additional case reserves on claims reported to us but not considered
to be adequately reserved, or ACR, and the anticipated cost of claims incurred but not reported, or IBNR.

For reported losses, we establish case reserves within the parameters of the coverage provided in our
insurance or reinsurance contracts. With respect to our insurance operations, we are notified of insured
losses by brokers and insureds and record a case reserve for the estimated amount of the ultimate expected
liability arising from the claim. The estimate reflects the judgment of our claims personnel based on
general reserving practices, the experience and knowledge of such personnel regarding the nature of the
specific claim and, where appropriate, advice of counsel. Reserves are also established to provide for the
estimated expense of settling claims, including legal and other fees and the general expenses of
administering the claims adjustment process.

Our reinsurance business is predominantly short to medium tail in nature, which typically allows us to
determine the ultimate loss experience within a relatwely short period after a contract has expired.
However, the reserving process for-our reinsurance operations is more complicated than for our lnsurance
operations. For reported losses, we generally establish case reserves based on reports received pnmanly
from brokers and also from ceding companies. With respect to contracts written on an excess of loss basis,
we typically are notified of insured losses on specific contracts and record a case reserve for the estimated
amount of the ultimate expe'c'ted liability arising from the claim. With respect to contracts written on a pro
rata basis, we typically receive aggregated clalms information and record a case reserve based on this
information.

Following the occurrence of a remsured loss, an insured notifies its insurance company which then
reports the information to its reinsurer, generally via a broker. The perlod of time that elapses between the
notification to the insurance company and the remsurance company varies depending upon a number of
factors such as: the type of business; whether the remsurance is written on'an excess of loss or proportlonal
basis; the size of the loss; and whether’ the loss information is provided by brokers or cedants, Typically, the
delay can vary from a few weeks to several months. In addition, as reinsurers, we do not separately
evaluate each of the underlying risks assumed and, therefore we rely upon our cedants’ underwrmng, risk
management and claims administration practices. These factors necessarily create a higher degree of
uncertainty in establishing our estimate of loss reserves for our reihsurance operatlons than for our
insurance operations. y ' : ‘

In order to reflect thlS mcreased level of uncertainty in estabhshmg our loss reserves, some of our
underwriting, claims and reser\rmg practices have been modified, for our reinsurance business. In deciding
whether to provnde treaty reinsurance, we carefully review and analyze the cedant’s underwriting and risk
management practices to ensure appropriate underwriting, data capture and reporting procedures. We
also utilize an outsourced claims audit program that allows us to review a cedant’s claims administration to
ensure that its claim reserves are consistent with reinsured exposures, are adequately established and are
properly reported in a timely manner, and to verify that claims are being handled appropriately. For those
losses where we receive contract-specific loss notifications, our claims department evaluates each
notification and may record ACRs if claims are not considered to be adequately reserved. This requires
considerable judgment. Where claims information is received in an aggregated form, our reinsurance
contracts typically require that pre-defined large losses must be separately notified so that these losses can
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be adequately evaluated. As, Ernst & Young, our independent actuaries, estimate reserves on a line of . '
business basis, their actuarial methodology allows for reporting time lags when establishing ultimate loss
and loss.expenses fot reinsurance business. In addition, because we- have limited-joss experience and .+
insufficient claims development data to calculate credible trends, our independent actuaries use industry
data y\r‘]l.fin'es_tablishipg ultimate loss and loss ‘&j,':.(per'lsc; for our reinsurance b}lSiIlf.SS_- _ ='_ L
* Loss reserving for catastroplie events in our insurance and reinsurance businesses‘is an inherently -

uncertain process. When a catastrophe:occurs, we review our exposures to determine which exposures will
be impacted by the event. We contact brokers and clients to determine their estimate of involvement and -
the extent to which théir programs are affected. We may also use computer modeling to estimate loss
exposures under the actual event scenario. We currently use Risklink version 6.0 licensed by RMS, - .. ..
Classic/2 and CATRADER version 8.5 licénsed by AIR and WORLDCAT Enterprise licensed'by Eqecat.:
As part of the underwriting process, we obtain exposure data from our clients; so that when an event
occurs we can run our models to produce an estimate of the losses incurred by clients on programs that we
insure or reinsure. Typically, we derive our estimate for the losses from a catastrophic event by blending all
of the sources of loss information available to us. This estimate is derived by the claims team and, where |
there are'no reported case reserves, is known as “case IBNR”. For catastrophic 'evs:n'ts', there generally is.
fpngide_ralp‘le u}nqeljtainty_uqderlying t.h'efés;s‘umptiqns and associated estimated rés‘e;ves for losses and loss
expenses. _'iI:hF potential also exists, after a catastrophe loss, for the development of inflationary pressures |
in a local economy. The anticipated effects on us are considered in our catastrophe loss models. The =
effects of inflation are also considered in pricing and in estimating reserves for unpaid claims and claim )
expenses. The actual effects of inflation on our results cannot be accurately known until claims are N
ultimately settled. Reserves are réviewed quarterly and as experience develops and additional information
is known, the reserves are adjusted as necessary. Adjustments are reflected in the period in which they -

become known.

Our estimate of our ultimate loss and loss expenses is determined in consultation with Ernst & Young
and is based onl generally accepted actuarial principles. Ernst & Young receives all Large Claims

Iy .

Information Database (“LCID”) flash reports and has access to our claims in?érma(ioh and inﬁividya]
conti:aéts as part of their quarterly review. Ernst & Young utilize various actuarial rpet!iddplog’ies to arrive
at a single point estimate for baseline ultimate loss and loss expenses. The selection of an actuarial
methodology and the associated loss ratio is applied at a line of businéss level to defermine the ultimate
loss and loss expenses by line of business. The actuarial method is dependent upon characteristics specific
to each line of business, including: the extent of company-specific loss experience, the maturity of the line
of business and the type of coverage. The actuarial methods utilized include the Bornhuetter-Ferguson
method, the initial expected-loss ratio method (“IELR”) and the chain ladder (loss emergence?):method.
The Bornhuetter-Ferguson method takes as a starting point an assumed ultimate loss and loss expense
ratio developed by the actuaries and blends in the loss and'loss expense ratio'implied by the éxpérience to
date. The chain ladder method uses the historical development. profile of incurred claiﬁfs e,xp‘eriq_nce’tb
project the more recent, less developed profile of claims experience and to generate ultimate loss and loss
expenses. The IELR method estimates ultimate loss and loss expenses based on pricing information and
industry data. Due to our limited loss expérience, for most lines of business the independent actuaries
primarily utilize the Bornhuetter-Ferguson and 1IELR methods to derive a single point estimate of baseline
ultimate loss and loss expenses. '

For our insurance segment, the assumed ultimate loss and loss expense ratios developed by the
"independent actuaries are based on benchmarks derived from the independent actuaries wider market
experience together with our limited historical data. These benchmarks are then adjusted for rating -
increases and changes in terms and conditions that have been observed by the market and by us. For our
reinsurance segment, the assumed ultimate loss and loss expense ratios are based on contract-by-contract
initial expected loss ratios derived during pricing and benchmarks derived from the independent actuaries
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wider market experience together with our limited historical data. Under U.S. GAAP, we are not -
permitted to establish loss reserves until an event that gives rise to a loss occurs. On contracts that respond
to highly visible, major loss events, we establish IBNR where potential exposure has been identified.

Our mdependent actuary apphes loss and loss expénse ratios to our earned premium to generate
estimated baseline ultimate costs of the iosses. From the estimated baselirie ultimate costs of losses, we
deduct paid-losses and reported case reserves to generate our baseline IBNR. The estimated baseline
ultimate costs of losses will almost certainly differ materially from.our actual losses and loss expenses. The
uncertainty surrounding our actual losses and loss expenses is greater for a company like ours that has a
limited operating history and claims loss development patterns. In addition, our limited operating history
and claims loss development patterns have necessitated the use of benchmarks in deriving our IBNR.
These benchmarks could differ materially from our actual experience desplte management’s and the
independent actuaries care in seiectlng them. - . .- . .

Y

To reduce some of this uncertamty, our independent actuary performs in conjunction 'with
management, an analysis ‘of addltlonal factors to be considered when establishing our IBNR. These
uncertainties are 1ntended to compensate for our limited operating history and claims loss devélopment-
patterns, which, ‘require the use of mdustry information that may not be indicative of our actual loss
experience. At' December 31, 2006, wé recorded additional IBNR for uncertainties relating to the timing of
the emergence “of clalms We anticipate that these uncertaintics may vary over time. A combination of the
baseline estlmate of IBNR and the reserves for the additional unccrtamtles produces a single point -
estimate that constrtutes management s and the actuanes best estimate of IBNR ‘ S

The following table- provrdes a breakdown of reserves for losses and loss expenses by segment by type
of exposure: . C : : :

- ' At December 31

e e - 2006 — 2005 2004
: . ‘ (in thousands) )

Property marme aviation and AETOSpACE. . ......... ceveeen. 812426 $13056 $ 6945

Terror, War risk and political rlsk. e e L1225 T 1064 158.9

Professmnal llnes and other specnallty ........... e —.. 1516 N 88.7 28.5

Total-—Global Insurance. e $1,516.7 $1,500.7 § 8819

- POPErY *. l s Seienns AU beeeieil.o L% 4138 0§ 7010 § 3018

- 'Liability and other spemalty Sl e e 561.5 .. 401.7-  198.6

Professional lines .......... e it T 6798 - 4607 260.2
Total—U:S. Insurance. . .... e TR $1,655.1 31,5634 § 7606 .
Catastrophe, property and other e . e $1,0491 $1,1066 $ 517.8
Professionat lings ....0.............. e e 4491 2992 150.0
Credit and bond, motor and hablhty ........ FUUUUU [ 13451 . 2734 943

. Total——Remsurance..........., ..... PR e © $1.8433 $1,6792. § 7621

Total reserves for losses and loss expenses ................. L $5,0151  $4,7433  $2,4046
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«.In estimating our ultimate loss and loss expenses, our-independent actuaries utilize actuarial
methodologies that rely on the use of various assumptions. At December 31, 2006, the key assumptions -
used by our actuaries were the establishment.of initial expected loss ratios and the establishment of
development factors. Both of these assumptions are largely based upon loss information, which may not be
indicative of our actual loss experience. A 5% change in our gross loss reserves equates to $250.8 million

and represents 27.1% of our incomi before income taxes for 2006'and 5.7% of our sharcholders”equity at-
" Décember 31,2006. For a summary of the cimulative redundancies on,our Joss reserves since our .
inception refer to “Resétves” in Item 1 of thi§ report. ' o C '

The methodology of estimating loss reservés-is reviewed each quarter to evaluate whether the
assumptions made continue to be appropriate. Any adjustments that result from this review are recorded -
in the quarter in which they are identified: , - L :

Qur reserving practices and the-establishinent of any particular reserve reflect management’s -
‘judgment concerning sound financial practice and do not represent any admission of liability with respect
to any.claims made against us. No assurance can be, given that actual claims made and related payments
will not be in excess of the amounts res¢rved. During the 10ss settlement period, it often becomes necessary
to refine and adjust the estimates of liability ofi a claim either upward or downward. Even aftersuch
adjustments, ultimate liability may exceéd or be less than the revised estimates. =~ . C

Lk

Reinsurance Recoverable Balances - -, . '+ . .. 1o

Reinsurance recoverable balances include amounts owed to U$ in respect of paid and unpaid ceded
losses and loss expenses and are presented net of a resétve for non-recoverability. At December 31, 2006 -
and 2005, reinsurance recoverable balances were $1,359.2 million and $1,518°1 million, respectively. In'-
establishing our reinsiirance recoverable balances, significant judgment is exercised by management in
determining the amount of unpaid losses and 1oss expenses to bé ceded as well as our ability to cede losses
and loss expenses usider our reinsurance contracts. I

Our ceded unpaid losses and loss expenscs consist of two elements, those for reported losses and. .
those for IBNR..Ceded amounts for IBNR are developed as part of our loss reserving process.
Consequéntly, the estimation of ceded unpaid losses and loss expenses.is subject to similar risks and: . -
uncertainties as the estimation of gross IBNR: (see “Reserve for losses and loss expenses”). At .
December 31, 2006 and 2005, ceded IBNR recoverable balances were $666.5 million and $555.0 million,
respectively... -~ . . .. R T . e

* As the majority of the réinsurance recoverable balances will not be due for collection until some point
in the future, the recoverability of such amounts may ultimately differ materially from the recorded
amounts due to the ability and willingness of reinsurers to pay our claims, for reasons including insolvency,
contractual dispute over contract language-or coverage and for other reasons. Additionally, over this. .
period of time, the economic conditions and operational performance of a particular reinsurer-may change
and consequently.these changes may affect the reinsurer’s willingness and ability to meect their contractual
obligations to us. Accordingly, we review our reinsurance recoverable balances on a quarterly basis to
estimate and record a valuation'provision‘for potential uncollectible amounts, with changes in the
provision flowing through earnings.

To estimate this valuation provision, we start with a default-analysis by applying specific percentages
against each recovery, net of collateral, based on the financial strength rating of the reinsurer.using -
A.M. Best credit ratings. These percentages.are based-on historical industry default statistics developed by
Standards & Poor (S&P) and are then adjusted by us based on industry knowledge and best judgment. For
example, when a recoverable.is expected to be paid in a brief period of.time by a highly rated reinsurer,
siich as certain property catastrophe claims, we may not apply a default factor to such amount. We also
apply case-specific valuation allowances against certain réinsurance recoverable balances that we deem
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unlikely to collect in.full: Lastly, we evaluate the overall adequacy of the valuation allowance for the total
reinsurance recoverable balances based on qualitative and judgmental factors. Based on this process, we .
recorded a-valuation provision against reinsurance recoverable balances of $34.0 million and $15 6 million
as at December 31, 2006 and 2005, respectively. N cr

. ‘See Item 8 Note 8 to the Consohgated Financial Statements for an analysis of reinsurance .
recoverable and valuatlon provision by segment. For an analysis of credit risk with respect our reinsurance
recoverable balances at December 31,2006, refer to Item 8, Note 11, (a) to the Consolidated Financial
Statements.

Premiums . . ' ' Ca Qo

Our revenue is generated primarily by gross premiums written from our underwriting operations. The
basis for the:amount of gross premlums recogmzed varies by the type of contract we write.

For the ma]orlty of our 1nsurance busmess we receive a flat premium Wthh is ldentlfled in the policy
and which is recorded as unearned premlum on thé inception date of the contract. This premlum wdl '
adjust only if the underlymg insured values'adjust. We actively monitor underlying insured values and
record adjustinent premlums 1n the period i in Wthh amounts are reasonably determinabie.

We also write business on a line slip basis, under which we assume a fixed percentage of the premlums
and losses on a particular risk or group of risks along with numerous other unrelated insurers. Statement of
Financial Accounting Standard No. 60 “Accounting and Reporting By Insurance Enterprises” requires
that if the ultlmate premium is reasonably esnmable the estimated ultimate premmm should be’
recognized as revenue over the period’ of the contract Although a premlum estimate is not contractually
stated for business written on a line slip basns we believe that the premium is reasonably estimable because
we receive an initial estimate of the cxpected premlum written from the client via the broker. This estimate
has been derived by reference to one of more of the followmg the historical premlum volume experienced
by the line slip; historical premium volume of similar line slips; and industry information on the underlying
business. We may, if we believe appropriate, adjust the initial estimates provided by the broker to reflect
management s best judgments and expectations..This is most likely where the underwriter believes that the
estimate is not prudent. Under these circumstances, we will generally recognize as revenue a lower than
advised premium written estimate. We actively monitor the development of actual reported premium to-- :
the estimates made. Where actual reported premium deviates from the estimate, we carry out an analysis
to determine the cause and may, if necessary, adjust the estimated premium in the period in which the .
determination was made. During 2006, 2005 and 2004, line slip premiums accounted for 10%, 8% and 5%,
respectlvely, of total gross premlums written..

" For our reinsurance business, we write contracts on both an excess of 1oss basis and a proportlonal
basis. For excess of loss contracts, the amount of premium is usually contractually documented at inception
and no-management judgment is necessary. For most such contracts, a deposit premium is generally
contractually specified and is payable during the contract period. After the contract has expired, a
premium adjustment is calculated, which is based on the underlying exposure of the ceded business. We
record the deposit premium at the inception of the contract and record adjustments in the periods in which
they are reasonably determinable. : .

For business written under a-proportional contract, similar to our line slip business, we are able to
reasonably estimate the premium written by reference to an initial estimate of expected ceded premium
received from our clients, In most cases, the treaties are not new and the client can use historical
experience to estimate the amount of premium. We may adjust the initial estimate of premium, and any
adjustment is usually a result of the underwriter’s prior experience with a client. We actively monitor the
development of actual premium data and, if an adjustment in the premium estimate is warranted, it will be

r .- . ¢ . C . . vyt L
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recorded in the period during.which the'adjustment is determined. During 2006, 2005 and 2004,
proportional premiums accounted for 15%, 15% and 10%, respectively, of total gross premiums written.

_ Our prémiums are earned over the period during which we are exposed to the insured or reinsured .
risk. ‘Generally; this period equates to the contract period, except for contracts writtén on a line slipor’
proportional basis. For liné slip and proportional business, the earning period is generally twice the
contract period due to the fact that some of the underlying exposures"rriq'y attach towards the end of our
contracts, and such underlying exposures generally have a one year coverage period.

Other Investments

Other investments consist of collateralized loan obligzitions (“CLOs”), investment funds (such as short
duration high yield fund, credit funds, and fund of hedge funds) and life settlement contracts. We record
our other investments at fair value, ’

A CLO is an asset-backed security that is primarily supported by commercial loans. We invest in both
senior debt and equity tranches of CLOs. The fair value of senior debt tranches is based on available
market prices; accordingly, there is little measurement uncertainty. However, for equity tranches the fair
value is derived by amortizing the invested amounts at rates which incorporate certain assumptions such as
market default rates, weighted average spread earned and recovery rates over the expected life of the | -
security. We use significant judgment in establishing appropriate assumptions, which are reviewed annually

to incorporate current market conditions. -
Y‘i . TF

The fair value for investment funds is determined by manager%ent using the net asset values provided
by the third party administrators of these funds. Generally, the fair value.is determined basedupon the .-
valuation criteria established by the governing documents of such investments. Further, the valuation for
certain funds is reported on a one month lag, which contributes to the fair value measurement uncertainty
at a point in time. Additionally, some funds are subject to restrictions on redemptions and sales and
therefore limit our ability to liquidate these investments in the short term. Accordingly, the estimated fair
value may differ materially from the values that would have been used had ready markets existed for these

funds.

We have elected to use the fair value method to account for all the life settlement contracts in
accordance with FASB Staff Position FTB 85-4-1, Accounting for Life Settlement Contracts by Third-Party
Investors. As there are no active markets for these contracts, we are required to estimate fair value, which
is based on discounting the future cash flows of the life insurance policies including life insurance proceeds
and premium payments.

There is significant judgment involved in the fair value estimation process. The timing of life insurance
receipts is dependent on the longevity of the insured individuals underlying the life insurance policy. The '
estimation of life expectancy of an individual is a complex process which may include, but not limited to,
subjective interpretation of the following: sex; age; height; weight; race; lifestyle; medical history and
ancestry; marital status; educational background; improvements in mortality rates; wealth; and access to
and impact of changes in medical techniques. The subjectivity of these input variables can lead to vast
complexities. Further, experts in the field of estimating life expectancy can arrive at materially different
quotes for life expectancy for the same individual based on the same input information. The discount
factor used in discounting future cash flows adds to the measurement uncertainty. It is calculated by
deriving a risk yield curve which incorporates the USD LIBOR swap rates, credit spreads for the life
insurance companies and a spread for longevity risk as observed in the secondary market. A third key
assumption in discounting future cash flows is life premiums. We assume fairly stable life premium rates
over the life of the respective policies.
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The estimated fair value was initially calculated and provided by the séller, a-financial institution,
using a proprietary Monte Carlo model. Prior to the consummation of the transaction as disclosed in
Item 8, Note 6 () of the Consolidated Financial Statements, we engaged Ernst & Young, as an
indcpendent actuary, to perform due diligence on the pricing of the structured life deal which included a
review of life expectancy data, the survival probability curves, and the Monte Carlo mode! methodology |
used by the above financial institution. Based on the results of this due diligence, we have establlshed the
estimated fair value of the life settlement contracts at December 31, 2006.

The following table illustrates the fair value sensitivity due to changes in life expectancy assumptions:

Change in Average Fair
Life Expectancy . Values
(in thousands)
-1 year $485,816
—0.5 year $430,127
0 - ‘ : $377,767
+0.5 year $326,003

+ 1 year : $277,257

Recent Accounting Pronouncements

See Item 8, Note 2 (1) to the Consolidated Financial Statements for a discussion on recently issued |
agcounting pronouncements not yet adopted.

Off-Balanice Sheet and Sggcuu' Purpose Entity Arran,eemenIs

At December 31, 2006, we have not entered into any off-balance sheet arrangements, as defined by
Item 303 (a) (4) of Regulation S-K.
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Non-GAAP Financial Measure - .. g AT T

We have presented diluted book value per common share calculated using the “If-Converted”,

-

method, rather than the “Treasury Stock” méthod; which is a non-GAAP financial measure. We have

included this measure because it takes into account the effect of dilutive securities and, therefore, we
believe this is a better measure of calculating shareholder returns than book value per share. The following
table is a reconciliation of diluted book value per share to book value per share: e, .

LAt et e +

. At Deceinber 3. ] i
. . 2006 2005 2004
" R - . . . © % .. 7+ {in thousands, except per share) .
Common shareholders’ equity ........... it -$3,912,647:4.$3,012,351° $3,238,064- -
Shares outstanding . ............ e eemeeaeieeeaeee . 149982, 148831 . 152,737
Bpok‘iralilepérslgarej.:.‘.,........:._..'.‘..::.,,"..'..,.'.'_. '$..2609 8 2024 7§ 2120
Diluted book value on a - S ';;;'- T . e
. “as if converted basis” A S I . P et P
Common shareholders equity. . ......ooover i ainin . 3,912,647 - 3,012,351 ; -3,238,064. .
" add in: .
proceeds on excerise of options . ........%. e 94,811 117,808 94,724 + o
proceeds on exercise of warrants ....... e . 244363 244,812 - 244812
. -Adjusted shareholders equity ..........0. .1 e $4,251,821 - $3,374971  $3,577,600
" As if converted diluted shares outstanding ' S
Shares outstanding................. I D . "149,982 148,831 -~ 152,737
add in: - L v L e
“vested phantom StOCK UNits . .. ... .veueeainonn b TS 46 38 T 28
vesting of restricted stock ................. O 2,229 1,172 2,183
. ~exersice of Options .. ... .. .o e T .. 5147, - 6,174 . 5,694
:-exercise-of warrants .......... T SR Y R v - 19,6440 0 19,651 0 19,619 -
Diluted shares outstanding. ............ . <ol 177,048 175,866 - 180,261 "
Diluted book value per share ............ ieeeinee 8 © 2402 $ 19719 °§ ‘ . 19.85 o

4

ITEM 7A. Quantitative and Qualitative Disclostire about Market Risk .

I

We dre éxposed to potential loss on our investment portfolio from various market risks, including
changes in interest rates and foreign currency exchange rates, and from credit risk. Our investment
portfolio primarily consists of fixed-income securities denominated in both U.S. and foreign currencies. -
External investment professionals manage our. portfolio under the direction of our management in-
accordance with investment guidelines provided by us. Our guidelines do not permit the use of derivatives
other than foreign currency forward contracts. In the future, we may change our guidelines to permit the
 use of derivatives. N T L - '

-

Intérest Raie Risk.  Fluctuations in interest rates have a direct 1i,r.1'1p_alct on the market valuation of fixed
income securities included in our investment portfolio. As interest rates rise, the market yalue of our fixed
income portfoli6 falls, and the converse is also true. We manage interest rate risk by selecting investments
with characteristics suchas duration, yield, currency'and liquidity-tailored'to the anticipated cash outflow
characteristics of our insurance and reinsurance liabilities. - 1 Ca ' i :

_ The current duration target range for our investment portfolios is two to four years. The duration of
an investmenit is based on the maturity of the security and also reflects the payment of interest-and the ’
possibility-of early principal payment of such:security. We seek to use investment performance benchmarks
that reflect this duration target. Management periodically revises these investment benchmarks based on-
business and economic factors, including the average duration of our potential liabilities. At December 31,
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2006 and 2003, our invested assets (assets under management by external investment managers) had an
approximate average duration of 3.0 years. When incorporating our operating cash into this calculatlon
the average duration at December 31, 2006 and 2005 is reduced to 2.6 years.

At December 31, 2006, we held $2,868.6 million (2003: $2,433.6 mllllon) at fair value, or 29.9% (2005:
31.6%) of our total cash and investments, in mortgage-backed securities. When interest rates decline, these
assets are exposed to prepayment risk, which occurs when holders of underlying mortgages increase the
frequency with which they prepay the outstanding principal before the maturity date and refinance at a
lower interest rate cost. When interest rates increase, these assets are exposed to extension risk, which
occurs when holders of underlying mortgages reduce the frequency with which they prepay the outstanding
principal before the maturity date and delay any refinancing of the outstanding principal. '

We have calcuiated the effect that an immediate parallel shift in the U.S. interest rate yield curve
would have on our assets under management by third party investment managers at December 31, 2006.
The modeling of this effect was performed on each security individually using the security’s effective ™
duration and changes in prepayment expectations for mortgage-backed and asset-backed securities. The
results of this analysis are summarized in the table below.

Interest Rate Moveinent Analysis on Market Value of total cash and fixed maturities investments

Interest Rate Shift in Basis Points

a

~100 =50 0 +50 — 1%
. (in thousands) .
Total Market Value .............. $8,666,341 $8,573,917 $8,474,607 $8,370,234 $8,262,453
Market Value Change from Base. . . 2.26% 1.17% 0.00% (1.23)% - (257%

Change in Unrealized Vaiue....... $ 191,734 § 99310 § — $(104,373) $ (212,154)

Foreign Currency Risk. Fluctuations in foreign currency exchange rates have a direct impact on the
market valuation of fixed income securities included in our investment portfolio that are denominated in
those currencies. Therefore, we attempt te manage our foreign currency risk by seeking to match our
liabilities under insurance and reinsurance pohcws that are payable in foreign currencies with cash and
investments that are denominated in such currencies. From time to time, we have entered into several
foreign currency forward contracts in order to minimize the effects of fluctuations in foreign currency
exchange rates on our foreign currency denominated assets and liabilities. Additionally our investment
managers may also enter into foreign currency forward contracts to manage portfolio risk and enhance
investment returns, A foreign currency forward contract involves an obligation to purchase or sell a
specified currency at a future date at a price set at the time of the contract. Foreign currency forward
contracts will not eliminate fluctuations in the value of our assets and liabilities denominated in foreign
currencies but rather allow us to establish a rate of exchange for a future point in time. However, we do not
expect to enter into such contracts with respect to a material amount of our assets. Foreign currency
forward contracts purchased are not specifically identifiable against cash, any single security or any groups
of securities and, therefore, do not qualify and are not demgnated as a hedge for fmanclal reporting
purposes. All realized gains and losses and unrealized gains and losses on foreign currency forward
contracts are recognized in our Consolidated Statements of Operatlons urider Item 8 of this report

At December 31, 2006, the net contractual amount of forelgn currency forward contracts was
$7.2 million (2005: $87.0 million) with an unrealized loss of $0.9 million (2005: $0.5 million gain).

. . At December 31, 2006, we-had insurance and reinsurance premium balances receivable of
$1,125.8 milfion (2005: $1,027.0 million). Of this balance, 86.4% was denominated in U.S. dolars, 5.0%
was denominated in Euro and 6.3% in Sterling. A 10% increase or decrease in the value of the Euro and
Stetling currencies against the U.S. dollar would produce a gain or loss of apprommately $12.7 million at
December 31, 2006 compared to $11.4 million at December 31, 2005.
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P

Credit Risk. 'We have exposure’to credit risk primarily.as a holder.of fixed income securities. OCur risk
managemerit strategy and investment policy is to invest in debt instruments of high credit quality. issuers . -
and to limit the amount of credit exposure with respect to particular ratings categories and any one issuer.
We attempt to limit our credit exposure by purchasing fixed income investments rated BBB-/Baa3or, ... . :

" higher. In addition, we have limited our exposure to.any.single,corporate issuer to 5% orlessof our: ., .-,

portfolio for securities rated A-/A3 or above and 2% or less of our portfolio for securities rated between

BBB-/Bad3 and BBB+/Baal. At December 31, 2006, we did not have an aggregate exposute to any.single
_ issuer of more than+10% of.our shareholders™equity,other, than with respect to.U.S. government and

. agency securities. In addition; we have credit risk under some contracts where we receive premiumsin |

return for assum@ng the risk-of default on-pre-determined por’tfolios of sovereign and corporate | .. r., .
Obligations' J L T N ..,_‘ e e S A =
Value-at-Risk: “Our management uses Value-at-Risk (“VaR”) as one of its tools to measure potential

losses in the fair values of our cash and invested assets. The VaR calculation is calclated using a Monte  *
+ Carlo.simulation to project many different prices of fixed income securities, derivatives and currencies ~
 taking into.account, among other things, the volatility and the correlation between security price changes
. over various forecast horizons. The VaR of our cash and invested assets at December 31, 2006 was
. approximately $202.1 million, or 2.1%, compared to $252.2 million, or 2.6% at December 31, 2005, which
_ represents the potential loss in fair value of our invested assets portfolio over a oné year timé horizon ~
_ within a 959, confidence level. There was a decrease in our VaR which resuited from the shortening of the -

A

invested assets duration over the p’ériod."I‘he VaR computation is a risk analysis tool and does not purport”

not present these reéhl}s to be indicative of future movements in such niarket rates or to be representative
of any-actual impact that future changes in market rates inay have on our future results of operations or.

- financial position. During the years ended 2006 and 2005 actual changes in fair value did not exceed the
VaR amount. S - e

-

#
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REPORT OF INDEPEN DENT REGISTERED PUBLIC ACCOUNTING FIRM ’

. To the Board of Directors and Shareholdersof ¢ <7+ .5, ©° - AEY
~ AXIS Capltal Holdings Limited - .. - STRIPLT YRS s

[ MRS (N Tl

and subsidiaries (the “Company”} as of December 31, 2006 and 2005, and the related consolidated
_ statements of operatlons comprehenswe income, shareholders’ equity, and cash flows for each of the three
years in the perlod ended December 31, 2006. These financial statements are the responsibility of the .
Company’s management ‘Our responsibility is to express an oplmon on the financial statements based on
. our audits. - ;

s ot L R S ST

‘We conducted our'audits in accordance with-the standards of the Pubhc Cornpany Accounting ‘
OverSIght Board' (Umted States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the-financial statements are free of material misstatement. An audit
mcludes exammmg, 6n a test basis; evidence supporting the amounts and disclosures in the financial -
’statements An aidit also includes assessing the accounting principles used and significant estimates made
by management -as well as evaluating the overall financial statement: presentatlon We beheve that our

audits prov1de a reasonable basis for our opinion. o ) o

- Inour oplmon such consolidated financial statements present falrly, in a]l matenal respects the
financial position of AXIS Capital Holdings lelted and submdnanes as of December 31, 2006 and 2005
and the results of thelr operations and their cash ﬂows for each of the three years in the perlod ended.
December 31, 2006; in conformity with accountmg prlnclples generally accepted in the United States of )
Amerlca

,_,.»" . . - A S N

We have audited the accompanymg consolidated balance sheets of AX1S Capital Holdings Limited ‘

|

L We have also audited; in accordance wnth the standards of the Public Company Accountmg Oversight
Board (Umted States), the effectiveness. of the Company’s internal control over financial reporting as of -

| December 31, 2006, based on the criteria established in Internal Control—Integrated Framework 1ssued by

| the Commmee of Sponsormg Orgamzatlons of the Treadway Commission and our report dated e

| ) February 28, 2007- expressed an unquallfied opinion on management s assessment of thé effectiveness of
the Company’s internal control over financial reportmg and an unqualified opinion on the effectweness of

the Company s mtemal control over fmancnal reporting.

. /¢ Deloitte & Touche” ' E o
Hamilton, Bermuda . . ) | .
February 28, 2007 - o . L . A
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* < AXIS CAPITAL HOLDINGS LIMITED
CONSOLIDATED BALANCE SHEETS
- DECEMEBER 31, 2006 AND 2005

-

' ' 2006 2005
i (in thousands)
Assets . ' '
Investments: : - ' )
Fixed maturity investments available for sale, at fair value T
(Amortized cost 2006: 36,574,249; 2005: $6,090,998) . ... ... wreneneeae $ 6,532,723 8 6,012,425
Other investments, at fair value ... ... e P . 1,130,664 409,504
Totalinvestments ................ov i e o 7,663,387 6,421,929
Cash and cash equivalents............. N - 1,989,287 1,280,990
Accrued interest receivable .. ... ... ... .. L. e P 76,967 59,784
Insurance and reinsurance prem:um balances receivable . e 1,125,822 1,026,975
Reinsurance recoverable balances......................... fremeenanees e 1,293,660 1,455,248
Reinsurance recoverable balances on pald losses ......................... 65,494 62,862
Deferred acquisition costs............... O ' 251,799 196,388
Prepaid reinsurance premiums. ........... e e D e el 241,821 281,579
Securities lending collateral. . . .. .. P U A I 794,149 998,349
Goodwill and intangible assets .......... P G S 29,041 37,013°
3T g 11T~ - P 133,860 104,859
Totalassets ............... e R $13,665,287 $11.925,976
Liabilities ' t T ' N
Reserve for losses and loss  expenses e, S U  $ 5,015, 113 $ 4,743,338
Unearned premlums. U, . S " 2015556 1,760,467
Insurance and reinsurance balances payable e [ : 294,374 314,232°
Securities lending payable ..o .......0L ... e T TILTA 995,287
SENIOr MOLES . . .ottt ee e eieieeeaennes e PP . 499,144 499,046
Liability under repurchase agreement. ..........cc.covenirienienannan..n. 400,000 —
Net payable for investments purchased. .................coiiiiiia .. 62,185 76
Other Habilities .. ......oo i i i i i i ettt e 174,524 101,179
Total liabilities ............... PSR 9,252,640 8,413,625
Commitments and Contingencies
Shareholders’ Equity
Series A preferred shares
(issued and outstanding 2006: 10,000; 2005: 10,000) ..................... $ 125 § 125
Series B preferred shares
(issued and outstanding 2006: 2,500; 2005: 2500) . ...........c.......... 31 31
Common shares
(issued and outstanding 2006: 149,982; 2005: 148,831) ................... 1,875 1,861
Additional paid-in capital ... ... .......... e 2429250 2,386,200
Accumulated other comprehensiveloss ................. oo (44,638) (77,798)
Retainedearnings................oovviienn, e, 2,026,004 1,201,932
Total shareholders’equity. . ............ ... ... ... .l 4,412,647 3,512,351
Total liabilities and shareholders’ equity............................ $13,665,287 $11,925,976

See accompanying notes to consolidated financial statements.
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) - . AXIS CA.PITALr HOLDINGS LIMITED
R . J ' CONSOLIDATED STATEMENT S OF OPERATIONS
YEARS ENDED DECEMBER 31, 2006, 2005 'AND 2004
o T
C g ) { 2006 - 2005 2004
) - i sl . : (in thousands, except pershareamoun}s) (.
Revenues Wttpgt " R ATITRAENT
. Net premiums earned. . ... R SELEILRRETEPEPTIEEY $2 ,694.270  $2, 553 6831 $2 028,397
- Net investment income.~ .'.'. e L B et 407,100, L 256,712 ¢ 2 152,072
' \’uNet Tealized investment: (l?sses) gAINSI........... T s (25,702) ¢ - (16,912): ’r 13,634 -
Other msurance related income (loss) R NS 34 O 893 - (5, 085) - 11,253
‘Total revenuies; ... ;- | TSP ST o _3078,561:2788,398 5. 2 205,356¢ -
e by Ry o L ety el -
Expenses g ' «’} :

" Nét losses and. loss expenses ................................ 1,425,855 ;2,051,129 S 1, 246 244
Acqursmon COStS .. ... 386,959 337,383 . 280,568,
General and admrmstrafﬂve EXPENSES ... e v e i « 268,396 212,842 187,305
Foreign éxchange (garr}s) losses ........oooivien el " (32,505) 54,090  (14,484)

. -Interest expense and fmancmg 01 1S N 32,954 32,447 5,285

Total expenses .......................................... " 2,081,659 2,687,891 1,704,918 . . °
Incomé before iNCOme tAXES . ..., ... rvey vneneneeeesins 996,902 ° 100,507, 500,438
- Income. tax expense..l'. ..................................... 33,842 6,067 . 5440,
Net income;. . ... T A S U S 963,060 04,440 . 494998 -
Preferred share clmdends ................................. 37,295 4,379 < =
‘_ Net i mcome avarlable to common shareholders ................. - $ 925,765 $- 90,061 “$ 494,998 ) ) .
" ' Welghted average common shares and common share ‘ . L .
- equivalents: . S L
CBasic L. -149,745 143226 . 152,554, -
Diluted T R 164394 157,524 165876 :
Eammgs per common share ; . IR , :
Basic ... .' T s $° 618 § 063§ 324 =~
Dlluted T A T AP -$ 563 $. - 057 §. 298
Cash dmdends declared per common share .................... $ 0615 § 060 $ . : 0.50
l'* ' i ) ' N
:
] . -
i ‘ -
oo See accompatiying notes to the consolidated financial'statements -
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AXIS CAPITAL HOLDINGS LIMITED
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

2006 2005 2004

. ' T _ -' " (in thousands) -

I L T ) ¢4 [ $ 963, 060 $ 94 440 $494 998
Other comprehensive income, net of tax N

Net loss on supplemental executive retirement plans (SERPS) T '{484) == —

Unrealized gains (losses) arising during theyear ............... ‘ 22_517 (72,211) (3,216)-

Adjustment for re-classification of investment losses (gains) C .

realized in netincome ......c.............. PETOPT 15630 _(18,542) _(9,033)
Comprehensive income ......... ... e e $1,000723 § 3,687\ $482 749
n .1 \\_ .
. ?'\“\_‘.‘ RS -
A
g T
1 i

~‘See accompanying notes to consolidated financial statements.
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_— . i “AXIS CAPITAL HOLDINGS LIMITED . :
P  CONSOLIDATED STATEMENTS OF CHANGES IN:SHAREHOLDERS’ EQUI'I'Y ' B
- ) YEARS ENDED DECEMBER 31, 2006'2005 AND. 2004 ‘
i\\ e e : 2006 2005 - - 2004
kN - B ST .. . (in thousands]
Y -Preferred shares - R S N T
{“ ‘Balance at beginning of year e e $ 156 ‘$ —% =
“Series A and B preferred shares issued durmg theyear.. :i....... B e ey &1 IR
- ;- Ba‘lancefat end ofyear e e . 156 ' 156 i
3 Balance at begmnmg of year e e POE U .73 [ 3 L) e 1,906 .
lssued dunngtheyear RS PURTDE TR [ Sl oo 4
Repurchased daringtheyear ".5..........oooen. P L — It (160) L v —
Balance at end of year ....... F s 1,875 1 861 T 1,910
¥ Addltlonal pald -in capltal SIS ‘ _ ) e et ‘ .
g Balance at. beginningof year..:.L . i oo - 2,386,200 . 2, 017 144 2 000 731
Shares issucd: durmg year, net of COSIS. ... .o P ne 305 684,765 - P (l 718)
4-ﬁhl_?lepurchased durmg L=, S R Towe o(335) (349 840) =
“Stock option exercrse,. R eerieaen... 174110 0 Go85377 ey 729 .
Share-based compensatlon expense. e S0t V25,669 0 255540 17,402 -
Balance at end of year P ;’.'.;. ........... i 2,429,250 - 2,386,200 2,017,144 :
Accumulated other comprehenswe (Ioss) income o ' . '
Balance at beginning OF YEar. ..otvu s e (7‘7'793) " 12, 915 25 164..

Change in unrealized gains (losses) on fixed maturity mvestments sy (38,326 (92 409) (12 ,594)
ChangemnetlossonSERP ..... e i (488 L e —
Adjustment to initially adopt FASB Statement No. 158. e @803 e — T
Change indeferredtaxes .« "o, oo ii i e - (179)."? - . 1,696 . . 12345
Balance at end of year. ........... U i (44,638). (77 79_) 12,915,
Retained earnings - - e ' SR St FERART)

' Balance'at beginning of year ... :5.. 7., ot (1,2010932 q 206095 ., 789,347
Net income foryear ............cooiiiiiennnn.. o PR :', /963,060 - 94,440 494 998 .
Series A and B preferred shares dividends................. SRR o (3‘7,295) (4, 379) -

‘ Common share T errereeaaien "(101,693) g94 224), §78 250) .
: Balance at end of year ..... e Feeeree _2,026004. 1,201,932 1 ,206,095 -
Total Shareholders’ Equity ... ... ccooviiiiiiinians, traat '$4 412, 647 $3 512 351 $3 238,064
.. . ; ST P o R P
. : ' e o P ‘ ,' pod rﬂ
e 7 LI
N T -

See accompanying notes to consolidated financial statements.
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AXIS:CAPITAL HOLDINGS LIMITED
. "CONSOLIDATED'STATEMENTS OF CASH FLOWS
YEARS'ENDED DECEMBER 31, 2006, 2005 AND 2004

operating activities:

Cash flows from operatmg actmtles
Net income
Adjustments to reconcnle net income to net cash provided by -

Net realized investment losses (gains). .................
Change in carrying value of other investments ..........
- Amortization/accretion of fixed maturities. .............
Other amortization and depreciation ..................
Share-based compensation expense. .. .................

Changes in:. |
Accrued interest recewabie. .

Reinsurance recoverable balances.....................

Deferred acquisition costs. . . .

“. Prepaid reinsurance premivms

2006 2005

2004

(in thousands)

963,060 § 04440 $ 494998 )

Reserve for.loss and loss expenses.....................

- Unearned premiums. ... .

Insurance and reinsurance balances, net

Other nems ..............

Cash flows from mvestmg activities:

* Acquisitions, net of cash acquired ... .. e L

Purchase of available-for-sale

securities . T4 L L i \

Sales and maturities of available-for-sale securities . .......

Purchases of other investments, ................i0cu e

Net cash used in investing activities .....................

Cash flows from financing activities; .
Dividends paid—commonshares. .......................
Dividends paid—preferred shares.......................
_Proceeds from issuance of senior notes. ......... [
Proceeds from repurchase agreement. .......... e

Repurchase of shares.......

Issuance of common shares,net.......... e
‘Issuance of preferred shares,net ....................... :
Net cash provided by financing activities.................

Effect of exchange rate changes on foreign currency cash. . . ..
Increase in cash and cashequivalents ......................

Cash and cash equivalents—beginning of period

Cash and cash equivalents—end of period. . ................

Supplemental disclosures of cash flow information:

Income taxespaid..........
Interest paid...............

25,702 16,912 (13,634)
(32,384) 9517y~ <0
31,913 32,009 31,136°
8,680 9274 . - 5213
25,669 25,553 17 403
17,183) . (12,076) (17 957)
158,956  (898,394) - (471,400)
(55411) . 14,694 - 7 (74,801)
39758 . (10, 355)»’ (106,188)
271,775 2315861 1,411,714
255,089 115,659 .. 501, o=
(118,705) | (46,121) (157, 473)
56,386  (64,498)  (20384)
1,613,305 -1 532 941 1,599,951
— 27751y © T~
(4,900,182) (7,324,809) (7,632,473)
4435543 6440423 5,747,301
(701.584)  (300.872) _ (105.812)
(1,166,223 . (1,213,009) (1,990,984)
(90,575) (82,777) | .(67,966)
(37295) . -, .. =
— -'-‘ . 495714
400,000 ' _
335) (350, 000) —
17,856 204,046 (986)
(126) 489,564 .
289525 . 260,833 426,762-
(28,310) 17,896 (8,575)
708,297 648,661 27,154
1,280,990 632,329 605,175
$ 1,989,287 §$ 1,280,990 $ 632,329
56,178 § 27800 $ 17,626
28750 $ 30,051 $ -

See accompanying notes to ‘consclidated financial statements.
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AXIS CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006, 2005 AND 2004

1. History ) voar i, . . P .

AXIS Capital Holdings Limited (“AXIS Capital”) is the Bermuda-based holding company for the
AXIS group of companies, collectively “the Company”. AXIS Capital was incorporated on December 9,
2002, under the laws of Bermuda. Through its subsidiaries organized in Bermuda, Ireland and the United
States, AXIS Capital provides a broad range of insurance and reinsurance products on a worldwide basis-
_ under two distinct global underwriting platforms, AXIS Insurance and AXIS Re.

2. Summary of Sigfniﬁcant Accounting Policies . : . e ,
a) ‘Basis of Pres’éhta‘tio'n' Lo e CotT ‘

The terms-“FAS” and “FASB” used in these notes refer to Statements of Financial Accounting
Standards issued by the Financial Accounting Standards Board, a United States based accounting standard

setter.

These consolidated financial statements have been prepared in accordance with accounting principles

" generally accepted in the United States (“U.S. GAAP?). The consolidated financial statements include the
accounts of the Company as well as all variable interest entities (VIEs) for which the Company is the -
primary beneficiary, as defined under FASB Interpretation No. 46 (revised December.2003), Consolidation
of Variable Interest Entities (FIN 46). FIN.46 requires a VIE.to be consolidated if a party with an .
ownership, contractual or other. financial interest in the VIE is obligated to absorb a majority of the risk of
loss from the VIE’s activities, is entitled to receive a majority of the VIE’s residual returns or both. All
significant inter-company accounts and transactions have been eliminated. All amounts are reported in

U.S. dollars. .

The. preparation of these consolidated financial statements requires management to make estimates
and assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the consolidated financial statements and the reported amounts of revenues
and expenses during the reporting period. The significant estimates reflected in the Company’s
consolidatéd financial statements are! S T e e '

e v e e
i Seof b

o the reserve for losses and loss expenses; -+ *2 . ... 0 f b o

" . . ; N . + . N . - -4 " ...l.“ '.‘ .. . 1 e ' . . .
e the estimate of reinsurance recoverable balances, including.the provision for unrecoverable
» FEEREY . . ’
reinsurance;
[ r

- .. i C . . Lo R S IR TAL BCEPT <y '-...'l L .
o the premium estimates for business written on a line slip or proportional basis; ,
et - 5 . LI Co [} i LT . B Te. 4-
« the estimation of fair values for other investments; - S TR SR

e the estimation of prepayment for mortgage-backed and asset-backed securities;
: .. o L. o LI - Yo

. the_valuatién of deferred tax assets; and e, - L B

o the impéirments to the carrying value of the investment portfolio. - -

‘ 'W_hile the amounts included in the qonsolidatéd financial statements i"f:f_l:éf_ management’s best
estimates and assumptions, these amounts could ultimately differ from those estimates.

79




AXIS CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS {Continued)
DECEMBER 31, 2006, 2005 AND 2004

2. Summary of Significant Accounting Policies (Continued)

Certain reclassifications have been made to prior year amounts to conform to the current year S
presentatlon .

¢

b) Investments
Investments available for sale

Investments that are considered to be “available for sale” under the.definition includedin - -
FAS No. 115, Accounting for Certain Investments in Debt and Equity Securities, are reported at fair value at
the balance sheet date. The fair value of investments is based upon quoted market values where available
or by reference to broker or underwriter bid indications. The net unrealized gain or loss on investments,
net of tax, is included as accumulated other comprehensive income (loss) in shareholders’ equity.

Purchases and sales of investments are recorded on a trade date basis. Realized gains or losses on’
sales of investments are determined based on the specific identification method: Net investment income is
recognized when earned and includes interest and dividend income together with amortization of market '

premiums and discounts using the effective yield method and is net of investment fees. For -
mortgage-backed securities and any other holdings for which there is a prepayment risk, prepayment
assumptions are evaluated and revised as necessary. Any adjustments réquired due to the change in effective
yields and maturities are recognized on a prospective basis through yield adjustments. . 7 ¢ -

Other investments -+ .- .

. .

The Company accounts for its collateralized loan obligations (“CLOs"), investrent funds and life
settlement contracts at fair value: Interest, dividend income, income distributions, changes in net asset
values, and realized gains and losses are included in net investment income. =

The Company mvests in both senior debt and equity tranches of CLOs. The fair valie of senior debt
tranches is based on available market pnces ‘whereas, the fair value of equity tranches is denved by
amortizing the invested amounts at ratés which incorporate certain assumptions such as market default
. rates, weighted average spread earned and recovery rates over the expected life of the security. Any
adjustments required due to the change in effectwe yields and maturities are recognized on a prospective
basis through yield adlustments

Investment funds include a short duratron high yleld fund, credit funds and fund of hedge funds. The
fair value for these investment funds is determined by management usmg the net asset value provided by
the third party administrators of these funds. ‘

The Company elected to use the fair value method to account for all of the life settlement contracts
under FASB Staff Position No. FTB 85-4-1, Accounting for Life Settlement Contracts by Third Party
Investors. The fair value of the life settlement contracts is based on discounting the estimated cash flows of
the life insurance policies, as calculated by a financial institution and reviewed by management. The
discount factor is calculated by derlvmg a risk yield curve which incorporates the USD LIBOR swap rates,
credit spreads for the life insurance companies and a spread for longewty risk as observed in the secondary
market. Changes in the fair value.of life settlement contracts, life insurance proceeds and life prémium
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*2, Summary of Significant Accounting Policies (Continued) " o oo S

payments are.included in net investment income. The cash flows relatmg to the'life settlement contracts
are included in investing activities in the Consohdated Statements of Cash Flows. . o nbe

* The Company has'no srgmﬁcant mﬂuence and does not part1c1pate in the management of CLOs T
investmént funds and the llfe settlemént contracts.

_Other than temporary declines in investrments

‘ The Company assesses quarterly whether declines in fair value of its investments represent

1mpa1rments that are other than temporary. There are several factors that are consrdered in the assessment
ofa security, which includé (l) the time perlod dunng which theré has beén a srgnlﬁcant dechne below cost
(i1) the extent of the decline below cost, (iii) the Company s intént and ablllty to hold the, securrty, (rv) the’
potential for the security to recover in value, (v) an analy51s of the fmanc1al condition of the i issuer and
(vi),an analysrs of the collateral structure and credit support of the security, if apphcable Where the
Company has determined that there is an other than temporary impairment in the fair value ofthe _ |
_security, the cost of the security is written down to the fair value and the unrealized loss at the time. of the
determination is charged to net realized investment (losses)gams in the Consolidated Statement- )
iof Operatlons : o : S .

0 Cash and cash equtvalents Tae e e T : Y

Cash equivalents include money-market funds and fixed interest deposits placed with a maturity of
under-90 days when purchased. At December 31,2006, cash and cash equivalents-included restricted cash -
of $105.7 million primarily for.funding future life insurance premrums (see Notes 6 (c) and 11(h)) and
collateralrzmg certain reinsurance agreements. - . - R

b (R H . o~ ' .. L. .- * , . M- t e T

d) Premlums and Acqutsmon Costs S e . . < _ . <o

Premrums written are recorded i in accordance with the terms of the underlying pohcres Remsurance
premiums assumed are estimated based upon information received from ceding companies and any
. subsequent differences arising on such estimates are recorded in the period they are determmed
Prémiums are generally.contractually stated-except for business written.on a‘line shp or proportronal basis.
Under FAS No. 60, Accounting and Reporting by Insurance Enterprises, a company is permitted to book .- .
., premium as long as it is reasonably estimable. For line slip premiums, the Company receives an initial =
estimate of expected premium from the client via the'broker. In the case of proportronal contracts, the
Company recewes an estimate of the expected premmm to be ceded from its client. The Company Monitors -
the emergence of actual premrum data on line shp policies and proportronal reinsurance contracts and . -
adjusts its estrmates of written premiums to reﬂect reported premrums on a perlodlc basis as addrtronal o
mformatron becomes avallable . s - . - -

K

"
.

Premiums are earned over.the:terms: of the poltcres in proportron to the risks to whrch they relate i
Unearned premiums represent the portlon of premmms written that is applrcable to the unexplred portion
of the policies in force. Remstatement premrums are recognized at the trmefa Joss event occurs where
coverage limits for the remaining life of the contract are Teinstated under pre- -defined contract terms and .
are earned on a pro-rata basis over the remaining risk period.
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2, Summary of Significant Accounting Policies (Continued)

Acquisition costs, primarily fees and commissions paid to brokers and taxes, vary with and are directly
related to the acquisition of policies and are deferred and amortized over the period in which the related
premiums are earned. Deferred acquisition costs are reviewed to determine if they are recoverable from
future income, including investment income. If such costs are estimated to be unrecoverable they are
expensed.

e) Reinsurance

In the normal course of business, the Company seeks'to reduce the loss that may arise from events
that could cause unfavorable underwriting results by reinsuring certain levels of risk in various lines of
business with other reinsurers. Reinsurance premlums ceded are expensed over the period the reinsurance
coverage is provided. Prepaid remsurance premiums represent the portion of premiums ceded on the
unexpired term of the policies in force. Reinstatement préemiums ceded are recorded at the time a loss
event occurs where coverage limits for the remaining life of a contract are reinstated under pre-defined
contract terms and are expensed over ‘the remamlng “risk perlod

Reinsurance recoverables are based on contracts in force and are presented net of a reserve for
uncollectible reinsurance. The method for determining the reinsurance recoverable on unpaid losses and
loss expenses involves actuarial estimates of unpaid losses and loss expenses as well as a determination of
the Company’s ability to cede unpaid losses and loss expenses under its reinsurance treaties. C

The reserve for uncollectible reinsurance is based on an estimate of the amount of the reinsurance
recoverable balance that will ultimately not be recovered due to reinsurer insolvency, contractual disputes
or some other reason. The valuation of this reserve for uncollectible reinsurance includes several processes
including a review of the credit ratings of the reinsurance recoverables by reinsurer, an analysis of default
probabilities as well as coverage issues. These factors require considerable management judgment and the
factors are reviewed in detail on a regular basis with any resulting adjustments reflected in losses and loss .
expenses in our Consolidated Statement of Operations in the period that collection issues are identified.

f) Losses and Loss Expenses

Reserves for losses and loss expenses are established by management wnth assnstance from the
Company’s independent actuaries. They represent an estimate of the total cost of claims that are reported
but not yet paid, the cost of additional case.reserves on claims reported to the Company but not considered
to be adequately reserved-and the anticipated cost of claims incurred but not reported (“IBNR”).

IBNR is éstimated by management in consultation with the independent actuaries who use actuarial .
models to derive IBNR. The Bornhuetter-Ferguson and initial expected loss ratio (“IELR”) methods are
primarily used although the chain ladder (“loss emergence”) method is also utilized for some lines of
business. The Bornhuetter-Ferguson method takes as a starting point an assumed ultimate loss and loss
expense ratio and blends in the loss and loss expense ratio implied by the experience to date.

The IELR method estimates ultimate loss and loss expenses based on pricing information and
industry data. Both'methods are typically used by companies with limited loss experience,

.
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2. Summary of Significant Accounting Policies (Continued) > . - T '

For the insurance segment, the assumed ultimate loss and loss expense ratios are based on . v
. benchmarks derived from the independent actuaries wider market experience together with our limited
historical data. These benchmarks are then adjusted for rating increases or decreases and changes in terms
and conditions that have been observed by the'market and by the Company. For the reinsurance seg;nem,
the assumed ultimate loss and loss expense ratios are based on contract-by-contract initial expected loss
ratios derived during prlcmg together with benchmarks derived from the mdependent actuanes wnder
market experience.

Applying these loss and loss expense ratios to earned premlum derwes the estlmated baselme ultimate
costs of the losses from which paid losses and reported case reserves are deducted to generate baseline
IBNR. The actuarial methodologies used to derive the baseline estimate can not fully allow for all
uncertainties within the Company’s business. To reduce some of these uncertainties, management performs
in conjunction with the independent actuaries an analysis of additional factors to be considered when
establishing IBNR. These uncertainties may vary over time, but generally contemplate matters such as the
timing and emergence of claims or short term market.trends that might alter the Company’s otherwise
consistent baseline approach. A combination of the baseline estimate of IBNR and the reserves for the

- additional uncertainties constitutes management’s and the actuaries’ best estimate of IBNR. S

While management believes that the reserves for unpaid losses and loss expenses are sufficient to pay
losses that fall within coverages assumed by the Company, the actual losses and loss expenses incurred by
the Company may be materially greater or less than the reserve provided. Due to the limited length of time
that the Company has been operating, actual loss experience is limited; this increases the potential for:
material deviation from currently estimated amounts. The methods of determining ‘such estimates and,

_establishing the resultlng reserve are reviewed quarterly and any adjustments are reflected in income in the
period in which they become known.

Ve

g) Foreign Currency Transactions - . .

The functional currency of the Company and its subsidiaries is the U.S. dollar. Monetary assets and
liabilities denominated in foreign currencies are translated at year end exchange rates, with the resulting -
foreign exchange gains and losses recognized in:the Consolidated Statements of Operations. Revenues and‘
expenses in foreign currencnes are translated at average exchange rates durmg the year. -

e +

h) StockCompensatlon o . : oo S

. OnJanuary 1, 2003 the Company adopted the falr value recogmtlon provisions of FAS No 123,
Accounting for Stock-Based Compensation (“FAS 123”), as amended under FAS No. 148, Accourting for
Stock-Based Compensation—Transition and Disclosure (“FAS 148”), under the prospective method '
permitted for stock-based awards granted subsequent to January 1,2003. ., ] Y

Effective January 1, 2006, the Company adopted the provisions of FAS No. 123 (revised 2004),
Share-Based Payments. (“FAS 123 (R)?) using the modlﬁed prospective approach Under both FAS 123
and FAS 123 (R), compensatlon expense for stock options and for restricted stock awards granted to,
employees is based on the grant-date fair valué and recorded over the requisite service period, However,
FAS 123(R) reqmres an estlmate of forfelture beneflts at the time of grant be incorporated into the =
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determination of share-based compensation expense. For awards that have a graded vesting schedule, the
Company recognizes compensation expense on a straight-line basis over the vesting period for each
separate vesting portion of the award as if the award was, in-substance, multiple awards. The Company has
not issued awards subject to performance and market conditions. The adoption of FAS 123 (R) did not
have a significant impact on net income and basic and diluted earnings per share for 2006.

The following table illustrates the effect on net income and earnings per share if the Company had’
applled the fair value recognition prowsmns to all of its stock- based compensatlon '

Year ended December 31

2005 2004
' ' Co ’ . e (in thousands)

Net income available to common shareholders, as reported. . . . .. oo $90,061  $494,998°
Add: Stock based compensation expense included in net income, net of ' ‘ .

related tax effects . ..... e e e e e s ' 21,956 15,008
Deduct: Total stock-based employee compensation determined under :

fair value methods for all awards, net of related tax effects ......... - 22,671y (17 848)
Pro- forma net income available to common shareholders............ $ 89346 $492,158
Earnings per common share: S
Basic—as reported ... . . . . .. S e AL e e $.063.8 324
Basic—proforma........................... U e $ 062 § 323
Diluted—as reported . . ... ... e R "$ 057 $ 298
Diluted—pro forma . .......... e e $ 057 $ 297

i) Derivative Instruments

The Company accounts for its derivative instruments using FAS No. 133, Accounting for Derivative
Instruments and Hedging Activities (“FAS 133”). For non-hedging transactions, FAS 133 generally requires.
an entity to recognize all derivatives as either assets or liabilities in the balance sheet and measure those ,
instruments at fair value with movements in fair value reflected in earnings. The Company may enter into
derivative instruments such as futures, options, interest rate swaps and foreign currency forward contracts
in order to manage duration and foreign currency exposure, obtain exposure to a particular financial '
market or for yield enhancement. The Company manages the exposure to thes¢ instruments based on :
guidelines established by management and these derivative instruments are carried at fair value with the
corresponding changes in fair value recognized in the Consolidated Statements of Operations in the period
that they occur.

Insurance and Reinsurance Derivative Contracts

From time to time the Company enters into insurance and reinsurance contracts that meet the
definition of a derivative contract under FAS 133. The Company has recorded these contracts at fair value
with any changes in the value reflected in other insurance related income in thé Consolidated Statements
of Operations. Generally, the contracts are modeled on prevailing market conditions and certain other -
factors relating to the structure of the contracts. The Company’s model takes into account movements on

84




AXIS CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2006, 2005 AND 2004

2. Summary of Significant Accounting Policies (Continued) - . ; . Lot

credit spreads and credit qualities and when data is not readrly available from the market, the Company
uses data from independent counterparties. . . ¢ - . .

Investment Related Den'vative Instruments

The Company currently uses foreign currency forward contracts in its investment portfolios to '
minimize the effect of fluctuating foreign currencies and to gain exposure to interest rate differentials
between differing market rates. Foreign currency, forward contracts purchased are not specifically \
identifiable against cash, any single security or any groups of securities and, therefore, do not qualify and .
are not designated as a hedge for financial reporting purposes. Realized and unrealized gains (losses) on
foreign currency forward contracts that are purchased as part of the-Company’s investment strategies are
recognrzed in realized investment gains (losses) in- the Consolidated Statements of Operatlons '

Foreign Currency Relatea’ Denvatrve Insrruments

The Company currently uses forelgn currency forward contracts as part of its process to manage '
foreign currency exposures in'the balance sheet. Foréign currency forward contracts are purchased as
economic hedges to minimize the effect of fluctuating foreign currencies but aré nof specifically -
identifiable against cash, any single security or any groups of securities, insurance and reinsurance
premium balances receivable or.the reserve for losses:and loss expenses and, therefore, do not qualify and
are not designated as a hedge for financial reporting purposes. Realized and unrealized gains (losses) on -
foreign currency forward contracts that are purchased as economic hedges of the Company’s net foreign
exposure are recognized in foreign exchange losses-(gains) in the Consolidated Statements of Operations:

. . L D

LI

j) . Intangible Assets .- . . ... . o e - B

-

. The Company accounts for' mtangrble assets in accordance with FAS No. 142, 'Goodwill and Other
Intangible Assets. The Company does ot aimortize’ goodwrl] or identifiable intangible asséts with indefinite-
lives, but rather re-evaluates'on a yearly basis, or ‘whenever changes in circumstances warrant, the ~
recoverability of the assets. If it is deternined that an impairment exists, the Company adjusts the carrying’
value of the assets to fairvalue. In respect of-intangible assets with finite lives, the Company amortrzes the
value of the assets-over. their useful lives.. -, & : oo o . S

“Thé Company has recorded the purchase of numerous U.S. state licenses as mtanglble assets with
mdefrmte lives as they provide a legal right to transact busmess 1ndefm1tely and could be resold o

. s -+

-
A -

k) Taxation ' _

. Certain subsrdrarles of the Company operate in jurlSdlCIlOﬂS where they are sub]ect to taxation.
Current and deferred income taxes.are provided based upon enacted, tax laws and rates applicable in the
relevant jurisdictions. Deferred income taxes are provided on all temporary differences between the
carrying amounts of assets and habrhtres for financial reporting purposés and the amounts used for income

tax purposes.
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" A valuation allowance against deferred tax assets is recorded when management’s assessment
indicates that it is more likely than not that a portion of the deferred tax asset will not be realized in the
foreseeable future.

* .

1) Recently Issued Accounting Policies Not Yet Adopted

In July 2006, the FASB issued FASB Interpretation No. 48, Accountang for Uncenamry in Income - -
Taxes (“FIN 48”). This Interpretation prescribes detailed guidance for the financial statement recognition,
measurement and disclosure of uncertain tax positions recognized in an enterprise’s financial statements in
accordance'with FASB Statement No. 109, Accounting for Income Taxes. Tax positions must meet a more-
likely-than-not recognition threshold at the effective date to be recognized upon the adoption of FIN 48 -
and in subsequent pertods. FIN 48 will be effective for fiscal years'beginning after December 15, 2006 and
the provisions of FIN 48 will be applied to all tax positions upon initial adoption of the Interpretation. The
cumulative effect of applying the provisions of this Interpretation will be reported as an adjustment to the
opening balance of retained earnings for that fiscal year. The Company will adopt FIN 48 effective
January 1, 2007. This interpretation will not have a significant impact on the Company’s f1nanc1al
condition, results of operatlons and cash ﬂows ..

r

In September 2006, the FASB issued FAS No. 157, Fair Value Measurement (“FAS 1577). Thls
Statement provides guidance for using fair value to measure assets‘and liabilities. Under this standard, the
definition of fair value focuses on the price that would be received to sell the asset or paid to transfer the
liability (an exit price), not the price that would be paid to acquire the asset or received to assume the . -
liability (an entry price). FAS 157 clarifies that fair value is a market-based measurement, not an entity- -
specific measurement, and sets out a fair value hierarchy with the highest priority being quoted prices in
active markets and the lowest priority to uncbservable data. Further, FAS 157 requires tabular disclosures
of the fair value measurements by evel within the fair value hierarchy. FAS 157 is effective for fiscal years
beginning after November 15, 2007, and 1ntemn penods within those fiscal years. Early adoption is permitted
as of the beginning of a fiscal year. The Company is cunently evaluatmg the potential adoption impact of
FAS 157 on the Company’s financial condition, results of operations and cash. flows.

In February 2007, the FASB issued FAS No. 159, The Fair Value Option for Financial Assets and - * -.
Financial Liabilities (“FAS 159”). Under this standard, an entity is required to provide additional -
information that will assist investors and other users of financial information to more easily understand the
effect of the company’s choice to use fair value on its earnings. Further, the entity is requnred to display the
fair value of those assets and liabilities for which the company has chosen to use fair value on the face of
the balance sheet. This standard does not eliminate the disclosure requirements about fair value
measurements included in FAS 157 and FAS No. 107, Disclosures about Fair Value of Financial
Instruments. FAS 159 is effective for fiscal years beginning after November 15, 2007, and early adoption is
permitted as'of January 1, 2007, provided that the entity makes that choice in the fitst quarter of 2007 and
also elects to apply the provisions of FAS 157. The Company is currently evaluating the potential adoption
impact of FAS 159 on the Company’s financial condition, results of operations and cash flows.
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T 3 Segment Information - ,' . - . -‘g‘: IR ».;.: Ty L Do
. * A
+The: Company has two; underwrrtmg segments: insurance and remsurance These have been LR
determined on the basis of underlying information reviewed by the Company s chief. decrslon maker, the o,

- Chief Executive Officer. - : . .

Y ROTE S LR i i 2
" The Company evaluates the performance of its insurance-and reinsurance segments based on

underwrmng results. The Company does not allocate'its assets by ‘segment as it evaluates the underwriting

results of gach segment, separately from the results of the investment portfoho FEECTET 1y
‘.-uui' N . =F\'."l . ’l' o ' T f\ e s -.u‘-!j’ri‘a--?:. - t
- lnsurance R foer Ty ‘(n‘ I S 11 PP AT

L.

ﬂThe Company s ihsurance segment provrdes insurance coverage on a worldwrde baS|s and is divided
1nto two ‘sub-segments: global i 1nsurance and U S*’msurance A L LT B
' : 11‘"? !‘1‘..,1, ""f" ]1! TR

Global msuranee provrdes specralty lmes coverage predommantly through the: London broker ..

network The product lines in this segment are property, marine, terronsm and war rlsk av1atlon and al
aerospace, political risk and professronal lines’ and other specralty +7 I T LS T

FEn

* U:S.insurance provides spec1alty lines coverage through a vanety of channels in the U.S. and covers,
exposures predomrnantly in the U $:'The product lmes in this Segment are property, professronal linesy '
hablhty and other specralty and are offered through wholesale brokers, retail brokers and managing. .. . !
general underwriters. - o . I, PP TRl

o ‘ R 7! LI |

A

Reinsurance, L N w',m"- "'Z'-, ne -~

s The Company’s reinsurance segment provides treaty property and-casualty remsurance to msuranee K
cornpanles on a worldwide basis. Treaty reinsurance contracts are contractual’ arrangements ‘that provrde
for ‘iGtomatic reinsurance.of any, agreed upon portion of business written; as specified in'a ‘réinsurance *
confract. Contracts can be written on an excess of loss basis or a pro rata basis, ‘also Known'as proportional!

* The product lines in this segment are catastrdphe, property, professronal liability, credlt and bond, motor;
R (AL

hablllty and other . i _ PIR T PIRIY h SN

EALEEAD Moy ol AT e
- - T -— - . . - e . T
e e C ‘e - onam e Y
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3. Segment Information (COntinued)

The following tables summarize the underwriting results, income before income taxes and ratios for
the Company’s reportable operating segments and sub-segments: - S .

Year ended December 31, 2006

Global - us. Total :
. , _Insurance Insurance Insurance  Reinsurance Total
’ B o (in thousands)

Gross premiums written. ......:.. . $ 958,251 $1,112,216 $2,070,467 $1,538,569 $ 3,609,036
Ceded premiums. ............... (107,718) . (502,350)  (610,068) {9,789) (619,857)
Net premiums written. ... ........ 850,533 609,866 1,460,399 1,528,780 2,989,179
Gross premlums earned....... ... 885,348 | 1,070,619 ., 1,955,967 . 1,397,917 3,353,884
Net premiums earned............ 746,393 ~ .559,367 1,305,760 1,388,510 . 2,694,270
Other insurance related income . . . —_ 1,758 1,758 1,135 2,863
Net losses and loss expenses . .....  (331,778) ~ (304,906)  (636,684)  (789,171)  (1,425,855)
Acquisition costs .. ......... coot o (102,673) (49,329) - (152,002)  (234,957) (386,959)
General and administrative T ' o : )

EXPEMSES © v o vt iaenerenean, {49,058) . (106,858)  (155916). . (53,658) {209,574)

Underwriting income .. ........ $ 262,884 - $ 100,032 $§ 362916- $ 311,859 674,775
Corporate: . S ‘ . i o
Corporate expenses. . ............ ‘ : .. (58,822)
Net investment income. .......... 407,100
Net realized investment losses . . .. _ (25,702)
Foreign exchange gains .......... . ) , , _ 32,505
Interest expense. ...........c.... ‘ ‘ o  (32,954)

Income before income taxes ... o . 7 . T $ 996902
Net loss and loss expense ratio ... = . . 44.5% 54.5% 48.8% - 56.8% . i 529%
Acquisition cost ratio.......... .o . 13.8% 8.8% . 11.6% . 16.9% .14.4%
General and administrative _ -

expense ratio ................. 6.6% 19.1% 11.9% 3.9% 10.0%

Combinedratio . .............. 64.9% 82.4% 72.3% 77.6% 77.3%
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< .Segment informa'tjon gContinned)

Income before income taxes e
-~
Net loss and loss expense ratlo cis

Acqulsmon cost ratlo ............
General and admimstratwe
expense ratiot. . .. '-"'-’-,.-' R
Combmed ratio-. ...... nel
ey o .
* .
4 [l Lot
) e - . ;‘ .',
-~ - -
% £t . CE 1
' Al 2 L
P e 4 : ! .
Wit B .
B s 21
A ol

gy LI S RO

. 860%

o e - Year ended December 31, 2005
- AL ~ Global : ~US Total R ’
S S o Insurance lnsurance Insurance Relnsuranee Total *
PP Pheip e T ER BT thousands) '
Gross premrums wntten . $ 861 098 $1 013 919.. $1 875,017 $ L 518 868 $ > 393 885
Ceded premrums ........ (211 395) (495 855) (707, 250) (27 646) " (734 896)
L " Net premrums wrltten L _‘ 649 703 518, 064 - 1,167,167 '»‘.1 491, 222 2 658 989
' Gross premiums earned WU 971 548 918 271 . 1,889,819 ° _‘ 1,388, 447 , 3, 278 266
! Net gremlurns earned ..... JUDTR 748 015 453 534 1,201,549 1 352 134 2553 683"
Other insurance related (loss) S vt s :
gy Y mcome. RN 2 RO Ny (5 865) 780 "(5;085)_:: R (5, 085)
Net losses and loss expenseS« oonn (492 667) (390 140) (882,807)" (1 168 322) (2 051, 129)
Acqulsmon Costs-. ... 2. e (97 908) (21 092) (119 000) C (218, 383) (337 383)
General and admlmstratwe s
¥ expenses ~;;;-v:; ........ Sl (36 794) (80 909)( (117 703)- - (48, 410) (166 113)
Underwntmg mcome (loss) Lo §0114, 781 a $ '(37,827)- $ 76 954 $ (82 981) (6 027)
Corporate . ' .- . o ]
Corporate expenses. B, - T e ik (46 729)
Net ifivestment income..".. ... . ., - ) ’ Frn an Gt b 1256, 712
,Net realized mvestment logses e ¥ . (16 912)
Forelgn exchange losses. i . _ N (54 090)
Interest EXPENSE . wiv el i gl !32 447)

.t‘

$ 100,507 . ,*

. 659% .. .. 860% . 735% ¥ 864U% ., . . 803%,
S131% 0 CAT% L. 99% o 16 2% o 132%
W 49% T 178% . T98% T -3.6%| L 183%
L 839% -+ -1085% .. 932% . 1062%  101.8%
et . i ;.f, e, ﬁ-’ir;_l":m‘ T d"“ .
.’ ' ;- S
' T e b o
’ N PR t Hem 4o - !_}: ; -):
- 13043 h e ¥ g “--_.\.i'i
PR T B ) ) "',’ .55 g £ : ."_‘ .’
et W T + .n .,_'-,:"
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3. Segment information (Continued) ' S i

- T e oo Yearended December 31, 2004
oy oy e o g Global \ US.. Total ] : -
: . Insurance - _Insurance Insurance Reinsurance Total
L .. ) i . (in thousands) -
Gross premiums written. ......".. . © $1,095328 § 824 235 $1,919,563 $1 092,748 $ 3,012,311
Ceded premiums........ FERp .' (162,130) (394,148)  (556,278) (32,360) " (588, 638)
Net premlums written....... SR - 933,198 430,087 1,363,285 - l 060,388. . 2,423,673
. Gross premlums earned. . . ;:'. T, . 913,382 689, 037 1,602,419 908, 428 © 2,510, 847
Net. premiums earned....... LT 796,566 . 349,287 1,145,853 '882, 544 2 028 397
. Other insurance related income . . . . 10,264 — 10264 T989 il 253
. Net losses and loss expenses . ' _.‘ . (451,724) (234 746) (686,470) ~ (559,774) (1, 246 ,244)
* Acquisition costs .. ........ s (124953)° ~°(10,779) (135, 732) (144,836) " " (280,568)
' General and administrative ) T . SR
. expenses (35,052) (71,482) (106,534 . (41,662) (148,196)
', ":Underwritingincome ...+ .0/~ §. 195101 §-32280- $ 227,381 § 137,061 ~ "364,642
Corporate: - . -,_" : . T
Corporate CXPENSES. . . .o.vvvnn. .. . S T(39,109)
" Neét investment income. ... ....... . : T ©152,072
. Net realized investment gains..... : 7 o E oo 13 634
* Foreign exchange gains .......... g T T 4484
' 'Interest eXpense................. ' T T (5,285)
"_;Incom(e before income taxes . ... . .., . i3 500438
Net loss éndgoss expense ratio . . .. . 56.7% |,  672% 59.9% ' '63‘.5%;' - 614%
Acquisition cost ratio ............ L 157% 0 31% C118% 164% T  13.8%
General and administrative expense ’ RS I
Coratio. ... s . 44% | 20.5% 93% " 47% - '9.2%
"‘Combinedratio.................~  768% - 908%  81.0% 84.6% = 84.4% i

* The following table presents our grdss prcmiurﬁs written by geographical location of sﬁbsidiary: |

“Year ended December 31

2006 2005 2004
- . i . : . . {in thousands}) .
Bermuda..........covvvenen.. e e $1,084,716 $1,027,494 31,163,389
Europe ...... e e e 900,778 - 762,777 660,064
United States.........oooivvnvninninn P 1,623,542 1,603,614 . 1,188,858
Total gross premium written . .. ... s $3,609,036 $3,393,885 $3,012,311

4. Business Combinations

On August 1, 2005, the Company completed the purchase of Fireman’s Fund Insurance Company of .
_ Wisconsin, which is licensed in 48 states of the United States and the District of Columbia. Fireman’s Fiind
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4, Busmess Combinations (Contmued). RN UL CR TR ~.l-'-y-~-. R

_ Insurance Company of Wisconsin was subsequently redom1c1led to the state of Illinois and renamed
AXIS Insurance Company (“AXIS Insurance U.S.”). The Company paid a purchase price of $28. 5 million. -
- The Company does not consider this to be a material acquisition. The purchase of AXIS Insurance N
U.S. was made to expand the Company’s ability to wrlte insurance.on an:admitted basis within the U.S.

At.the date‘of acquisition; Fireman’s Fund Insurance Company assumed all known, ainknown and
ccontingent liabilities of AXIS Insurance U.S. rélating to events occurring on or before the acquisition date..
In addition, Fireman’s. Fund Insurance Company entered into a reinsurance agreement to fully assume
$22 9'million- of outstandmg loss reserves of AXIS Insurance U.S. on the acquisition date. These loss
reserves and . a remsurance,recoverable of thé same amount were recorded on the date of acquisition. To
_ the extent Fireman’s Fund Insurance Company does not meet its obllgatlon under these agreements,
T AXIS Insurance U S. remains liable forhthese hablhtles R A
te.,.An addmon to the loss reserves and related remsurance recoverable the assets of AXIS Insurance Us.
T s ..'mcluded ftxed Iincome securities and: accrued interest of $18 8 m1l]1on cash equwalents of $0 7 mllllon and -
licenses of $9. 0 mlll1on (recorded asan mtanglble asset with an mdeflmte life: refer to Note 5, below)
J These assets lwere recorded at their falr values on the date, of acqmsmon The purchase pnce has been fully

allocated agamst the fair values of the assets and llabllmes consequently, no goodwill was recorded

‘-::3'. o \ ot b

L2

-

"5, Goodmll and Intanglble Assets

The followmg table shows an analysw of 1ntang1ble assets:
vox i ) Y ‘ I

sae e . ‘ . Intangible Intangible

& b ot o R N U ¢ it wassetswithan! assetswitha ;"
o Lo ot ‘. - Goodwnl] lndeﬁmte life finite life - Total
' . . T “(in thousands}) v :
“Net balance at December 31 2004. LS Codaaioiie - $2,750. - $17,079 -$11,905 B $31 734
o AdItONS f L L L eme .- 89570 ©oed 1857
Amortization . ."....... o 'F.‘ ‘f UDTUUU == (3 678) + (3,678)
Net balance at ‘December 31, 2005.0. 0 e L2750 26,036 8,227 237,013
“Additions’ Lo b '.'."."‘.'.‘.'f'.....-.-._:- - T 1) R (]
Reclassification on adoption of FAS 158 ............ ) -7 — (4,571) . - (4,571)
Amortlzanon..............................,....'-."- — . — (3,802) (3,802)
Net balance at December 31, 2006 e . $2,750 $26,036 $ 255 - $29,041 -
Gross balance. . . .. P " $2,750 $26,036 $ 6,135 $34,921
Accumulated amortization ... .. e, C— — - (5880) (5,880)
Netbalance.................... i, e $2,750 $26,036 $ 255 $29,041

- In 2006, the Company adopted FASB Statement 158,Employers’Accounting for Defined Benefit
Pension and Other Postretirement Plans (“FAS 158”), an amendment of FASB Statements No 87, 88, 106
and 132 (R). Accordingly, at December 31, 2006, the Company reclassified the remaining unrecognized
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prior service costs fiom intangible assets to accumulated other comprehensive income and recorded a-
negligible unfunded pension liability in other liabilities.

6. Investments Pt e L .
- Vot - L . PR A
a) Fixed Maturity Inveslments PT R  R
All fixed maturity investments are held-as avallable for sale.. The amortlzed cost and fair values are as
follows: . T S L
‘ fa A -AtDeoember-sl, 2006 S
. . : e . Gross =« Gross . )
o . i . Amortized Unrealized =~ Unrealized Fair
Type of Investment ’ ' e - ‘ Cost * * Gains ' T Losses Value
N r T ] “ LT N ..+ (in thousands) -
U.S. govemment and agency securltles ............ - $1,190,700 . $.3,639 $(16,428) $1,177911
Non-U.S. government securities. . . . FTTTT 146,847 9,182 . 2,771) 153,258
Corporate debt securities. ........ > .. e 1,423,146 T 5470 ¢ (10,063) 1,418,553
Mortgage-backed securities... . . . .f.‘.‘:I. el ©. 2,896,362 9,758 °  (37,542) - 2,868,578
Asset-backed securities ......... L - ‘540,1_18"' 549 C(2,317) 538,350
" States, municipalities and pohtlcal subd1v151ons. w T390 1,257 - (2,260) 376,073
Total fixed maturity investments . ......." Cler o $6,574,249  $29,855 $(71,381) $6,532,723
At Decémber 31, 2005 )
. . Gross Gross ‘
* >~ -7 - -Amortized - Unrealized Unrealized' * Fair
Type of Investment . v Cost Gains Losses Vatue
' (in thousands)
U:S. government and agency securities . ........... $1,589,640 § 2,782  $(20,011) $1,572,411
Non-U.S. government securities.. ... ... e, 143,534 475 (6,513) 137,496
.. Corporate debt securities. . .. .................... 1,236,928 . ;: 3,406 (20,456) .. - 1,219,878
Mortgage-backed securities. . .................... 2,466,324 3,568 {36,243).. 2,433,649
- Asset-backed securities .........o..... Ll 295,043 315 (3,534) . 291,824
States, municipalities and political subdmsmns ..... 359,529 470 (2,832) ' 357,167
Total fixed maturity mvestments ............ . $6,090998  $11,016 $(89,589) $6,012,425
s
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6. Investments (Contiriued) )

L "‘-.' s

The following tables summarize the fixed income securities in an unrealized loss position and the
aggregate fair value:and gross unrealized loss by length of time the securlty has contmuously beeninan

vnrealized loss position:

- Type of Investment

U.S. government and’

, .Aagency securities . .. ...

Non-U.S. government
securities. ........... .

Corporate securities ... .+

Mortgage-backed
" securities.............

Asset-backed securities . -
Municipals ......... PR

Total ."~......: sl

Type of [nvestment

"U.S. government and,.

agency securities . ..... _

Non-U.S. government
securities............ .

Corporate securities . . . . .

Mortgage-backed

securities.............

Asset-backed securities ..
Municipals .............
Total ................

TR +*

)

{

Tt

- A December 3L 2006 . .
12 months or greater - Less than 12 months Total
Fair - Unrealized Fair + Unrealized - * Fair * Unrealized
.Value Losses . . Value Losses +.: Value. Losses
. . (m thnusands)
DA . '3 Lo P v
$ 536,403 - $(13,909). .5 364,668 .$ (2,519) . $- 901,071 . $(16,428)
4,957 (151) 131457 (2,620 136414  (2,771)
421,943 (7,556) 449,679 (2,507) 871,622 (10,063)
1,420,196 ~  (33,607) 536,721' (3,935 . 1,95.6,'915’. (37,542)
149,673 (1,961) 166,200 (356) - 315,873 2,317
105,832. (1,803) - 130,511 - (457) 236,343 (2,260)
$2,639,004 $(58,987) §$1,779236 $(12,394) $4,418,240 $(71,381)
. - At December Ji, 2005
12 months or preater Less than 12 months Total
Fair Unrealized Fair Unrealized Fair Unrealized
' Value . Losses Value Losses Value Losses
' ;,. . {in thousands) .
$ 527,787 . $(10,823) $ 746,012 §$ (9.406)  $1,273,799  $(20,229)
- — 115871 (6196) 115871  (6,19)
258,287 (6,361) . 813,927  (14,314) 1,072,214 (20,675)
309,808  (8,980) 1,674,865 (27,262) 1,984,673 _ (36,242)
107,636  (2,198) . 85714 , . (1,217) 193350 (3,415
55720  (1476) 157116  (1356) 212836  (2,832)
$1,259238  $(29,838) $3,593,505 $(59,751) $4,852,743 $(89,589)

_ The Company’s process for identifying declines in the fair value of investments that are other than
temporary involves consideration of several factors. These factors include, the time period during which
there has been a significant decline in value, the significance of the decline, an analysis of financial
condition of the issuer, and the Company’s intent and ability to hold the investment for a sufficient period
of time for the value to recover. Where the Company’s analysis of the above factors results in the
Company’s conclusion that declines in fair values are other than temporary, the cost of the security is
written down to fair value and the previously unrealized loss is therefore realized in the period in which

such determination is made.
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6. Investments (Continued) A . " e

As of December 31, 2006, there were approximately 1,945 securities (2005: 2,113) in an unrealized loss
position with a fair value of $4,418.2 million (2005: $4,852.7 million). Of these securities, there are 1,497
securities (2005: 517) that have been in an unrealized loss position for 12 months or greater with a fair
value of $2,639.0 million (2005: $1,259.2 million}. At December 31, 2006 and 2005 none of these securities
were considered to be other than temporarily impaired. The unrealized losses from these securities were
not a result of credit, collateral or structural issues. In 2006, the Company recorded an impairment charge
of $4.6 million (2005 and 2004: nil) relating to 36 securities that the Company determined to be other than
temporarily impaired, included in net realized (losses) gains in the Consolidated Statements of Operations.

* The following table sets forth certain information regarding the credit ratmgs of the Company’s fixed
" maturity portfoho

At December 31, 2006

N L . Amortized Fair % of Tofal

Rating* i : i Cost Value Fair Value -

: S g v . (inthousands) . -
AAA ...l P $5,212,337 $5,178,035 79.3%
AA ..l e e I 315,052 312,565 4.8%
Al ool e e e SO 483,370 480,502 7.3%
BBB.......ooi e . 563,490 561,621 8.6%
Total........ B $6,574,249 $6,532,723  100.0%

.._At December 31, 2005 .
: RS Amortized Fair % of Total
Rating* Cost Value . Fair Value
(in thousands) '

AAA.......... S oo 34,796,468 $4,734,087 78.8%
= 7 202,695 199,352 - 3.3%
' Ao, il e 543,588 536,377 . 8.9%
' BBB. . it i 548,247 542,609 9.0%

$6,090,998 $6,012,425 100.0%

*  Ratingsds assigned by Standard & Poor’s Corporation
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7 6. Investments (Contmued) . ' : C L e e A

- The contractual matuntles of fixed matunty investments are shown below. Aetual maturities may
" differ from contractual maturities because borrowérs may have the right to call or’ prepay obhgatlons with
©oor wrthout call or prepayment penalties. .

FIY RV .
;'ﬂ: ] o T "At December 31, 2006

. e . Amortized . Fair . % of Total
Matung ’ Al * S . Cost - _* Value - -Fair Value

} : BT e T ) : (rn thousands) .
. . Due'in one year or less. e e $ 526, 194 $ 524190 . . 8.0%
. Due after one year through five years ......... oy . ceen ) : 1 614 763 s 606 197 . . 24 6%
; Due after five years through ten years ...... P e . 853 672 852,387 ' , 13.0%
Due after ten Years. . ... 7. .ouut e aaiaaanns . . 143 141 0 143,021 223%
"Mortgage and asset-backed secuntles. R P . X 436,479: *3 406,928 “~+52.2%
. : - ‘ $6 574,249 $6,532,723 100;0%

- R R T iitn B e LT -
R B R S R S B A e AtDecember31 2005070 600 e
. o . Amortlzed . Fair -, % of Totai .
Maturlg : . . : . fe Cost ” Value " .- Falr Value -
T ) - -+ (in thousands) . )
Due in one year or L . 3 361,549 - $ - 357,267, 3+.6.0% ,
- Due after one year through five years e, .1,914,885 1,883,362 -‘31.3'% _

~ Due after ﬁve years through ten years. S R, 895, 809 ‘r_ 887, 136 14’8%
Due after tén years ..U L LT IS8 159,187 T 6% -
Mortgage and’ asset-backed securltles. b T 2,761,367 2,725,473 . 45 3%

- L ot Tl 86,090,998 $6,012,425° 1000% .
b)‘ Net Investment Income SRR _ B . - . _',".. Y _ ) R ’ "
Net mvestment income is derived from the following sources:
. - 1 o Year ended December 31
. . 2006 _ 2005 . __2004
' ey . =" = (in thousands)' ~ .- -

- Fixed maturities and cash equlvalents. . $368 731 $246,295 $156,613
Other mvestments. .". eeaera e et 46,252 - 16,956 t 2,482
Investment expenses met...:......... e T " (7,883) (6539) " (7,023).
Net lnvestment income. . . ... . O $407 100 $256 712 $152 072 .

ot 4 - ' * R Rk 1

(VRS S . oy ; - “
; ) ot P o L : , . o
- [ i L rn
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The following represents-an analysis of gross realized gains (losses).and the change in unreahzed gains
(losses) on investments 1ncluded w1thm accumulated other comprehensrve loss: - . e e
C Year ended December 31 -~
o 2006 2005 2004_
e L ’ : (in thousands)
Gross realized.gains ................. e $ 10 645 $ 18,794 - § 30,193
Gross realized losses. . .............. e (35,291) (43,042) . (13,761)
Net realized (losses) gams on flxed maturities. . ;.. ... ... (24,646) (24, 248) 16,432
- Changes in fa1r values of denvatlve instruments........... 2 056) T 7,336 - (2,798)
"Net realized investment (losses) gams on investments .:’.".'. T 828, 702) $(16 912) $ 13,634
Change in unreallzed gams (losses) on fixed maturltles s 38,326 $ (92 409) (12,594)

Proceeds from sales of f1xed maturmes classified as available for sale were $4 123.5 million,
$6,306.7 millicn and $5,268.7 million in 2006, 2005 and 2004 respectlvely The gross gams and losses on
thosé sales are included in the table “above. .

) Otherlnvestments LI L R

|

Begmnmg in 2004 the Company expanded its investment strategy to other asset sectors. At
December 31, 2006, the Company had $1, 130.7 million of other inveéstments at fair value (2005 ‘
$409.5 million), representlng 11.8% (2005: 5.3%) of total cash and investments. Many of the investments
are subject to restrictions on redemptions and sales which are determmed by the governmg documents and
limit the Company’s ab1llty to liquidate these investments in the short term. Due to a lag in the:valuations
reported by some managers, the majority of our credit fund valuations are reported on a one month lag
Other investments consist of the following:

At December 31

y : : : . 2006 2005
R - : (in thousands)

Llfe settlement contracts ............. P PR $ 377,767 § —

. Collateralized loan obligations. .... ... R, neenes . 263,621, 192,986

. Fund of hedge funds.. .... e . 235377, .106,077
Creditfunds. ... ., - 156337 . 48,897

. " Short duration highyieldfund ........................... - 97,562 . 61,544
Total other investments............... i - $1,130,664  $409,504

Life settlement contracts

On December 20, 2006, the Company purchased a 20-year asset-backed note (“Note™) in the amount
of $400.0 million issued by a special-purpose entity (“SPE”). The Note has a scheduled maturity date of
December 20, 2026 and earns interest at a rate of 8% payable annually in arrears on December 20 of each
year. Through the purchase of this Note, the Company is assuming longevity risk on 222 life insurance
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.t-policies for.a penod -of 20 years.. This SPE was determmed tobe a VIE and the' Company is 1ts primary. .
benef1c1ary Accordmgly, the Company;has consolldated the.SPE;:as well as the underlymg SPEs,in its”

T v . . TS LI .
‘-‘s,l--_f“ L . .. e e . it et - - ot -:.‘ -“i‘," L T N

6. Investments (Contmued)

~ vt Ny

December 3, 2006 Consohdated Balance Sheets and ehmmated all 1nter—company balances 1ncludmg the
Note. The consolidated'assets and liabilities of.the SPEs consist primarily.of restricted cash of, ;
$65.0 million, life settlement contracts portfolio of $377.8 million and an other liability.of $42.8 million. To
-_estimate the fair value of the life settlement contracts portfolio the' Company used the following-three key
“assumptions: an average life expectancy of 9.96 years, discount yield of USD LIBOR +3.7%;and stable
. life premlum rates over the life of the respective pohcres The followmg table is based on the estrmated
remarmng life expectancy as at December 31, 2006 h

’ l;: 1 '.,’; '4, w ;
ST T e RS T T Nyberof "“Cal'l'jl-i'hig. e Llfe Insurance
v Year o . . ..i ... Contracts Realized . ' Value' - .-+ Proceeds, ~
Y N , - i o (mthousands)
L2007 ORI e 87 8 14 a71 3754 '063
C 0081 AT e P10 21326 161
2009, IR T e Tt aese T 7 830407
pJ0) (| D e S : 13 34,298. 193,043
13 5 PR 14 40,357 - 99,559 -
o Later years ..ot 1650 239,380 1,162,533
_Total .ol DU LT 222 . $377768 . $1,565,653
Wy Nk STV, Do ¢ - e "

: The other llablllty represents the underlymg pohcyholders retalned beneﬁcnal 1nterest in the life
..insurance policies. This liability is reported at fair value and is included in other liabilities, i in the ..
Consolidated Balance. Sheets The Note is collateralized by the net assets of the SPE The cred1tors of the

SPE do not have recourse to the general credit of the Company 5 S
- L O R N 4

The purchase ‘of the Note was financed by a $4UO 0 mllhon three-month repurchase agreement at an"’
interest rate of 3-month USD LIBOR plus 0.9% per annum and is reported asa hablllty under repurchase
agreement in the Consohdated Balance Sheets. The Note serves as collateral for this fundmg facility;

-however, the Company is requ1red to meet cash margin calls in the event thé Note deprecrates in value and
to pay capltal calls 1f any called in accordance with the terms of the Note . :
‘-}._-‘ . l:-t‘;',,,.;_,

Collatemhzed loan oblzgauons { “CLOs ”) ) . ! L .

C A R AR . : :

The Company has invested in various CLOs with the investments ranging from eqmty to senior debt -

. tranches. ‘At December 31; 2006, the Company had invested in 26 (2005: 21) different CLOs with
underlymg assets totaling $13.6 biilion (2005: $8.6 brlhon)

d) Secuntles Lending - . ’ . L -

: The Company participates in a securmes lendmg program whereby the Company s securities,
which are included in investments, are loaned to'third parties, primarily major brokerage firms for short
perrods of time through a lending agent. The Company maintains control over the securitiés it lends,
retains the earnings and cash flows assocxated with the loaned securities and receives a fee from the
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borrower for the temporary use of the securities. Collateral in the form of cash; government securities and

letters of credit is required at a rate:of 102.0% of the market value. of the loaned securities and is  +.=1.

monitored and maintained by the lendmg agent The Company had $774 4 mllhon (2005 $974 9 mllhon) in
LA b 2}

6. Investments (Contlnued)

i PR R

securities on loan at December 31,2006-The Company con51ders its securities lendmg actmtres to.be”

oty LT Ca r e N ‘ e el

" non-cash mvestrng and: fmancmg actmnes T e D EN

[ . .
. - ; . .
AT ' PR . At to 2t T o . LR

e) Restrlcted mvestments; e R T TR . v Co

" The Company is tequired’ o taintain assets of deposrt with various regulatory authonnes to support
our insurance and reinsurance operations. The assets on 'deposit are available to séttlé insurance'and
reinsurance liabilities. The Company.also utilizes trust funds in certain large transactions where the trust
funds. are set up for the benefit of the. ceding companies and generally take the place of Letter of Credit
requ1rements The assets on deposit and used for collateral are primarily highly rated fixed maturity
securities. Addltlonally, to securmze the repurchase agreements the Company has pledged its investments
in the life settlement contracts The ‘components of the fair value of the restricted assets are as follows

S R—

T At December 31
i r 2006 - 2005
(in thousands)
. Assets used' for collateral in Trust for mter-cornpany agreements...... $ 734,938 $417 647
Life settlement CONtracts. . .......ovvuenneivreireiiaiaeniennannas ©3dTeT T —
Deposits with U.S. regulatory authorities. e 27,934 26,394
~Assets used for collateral in Trust for thlrd party agreements ......... - 72321 12,430
Total res_t_ncted investments PP B S L. 181,212,960 ° $456471
1 A [ M EEEE el 17 i Cn Y o i #
7. Reserve for Losses and Loss Expenses !
The reserve for losses and loss expenses consnsts of . i ‘
‘ '_-'i-- L ‘. ULt AtDecember3l T
. B U AL T B Cot ey 2006 - ~__2005

P e i

_ {(in thousands)

'Reserve for reported losses and loss expenses. . . . .. Vevee 0 81831344 $2,017,072
Reserve for losses incurred by not reported. ............. e . 3,183,769 2,726,266
Reserve for losses and lossexpenses. . ......coiii i, L $5,015,113 54,743,338
: i e ot T g : . i
U AR B T T, * ot T . L
M 'l- ] f
! Y ) r . i r ¢ *
s - Ty t [ N i Ve 1
N F - B N i 1 s TS

T I T -
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. A - Y E . ' . ) . L ) X
" Net losses and loss expenses incurred consist Oftrl vV eei vt wwnl” e el OB SN <
e AT f.ﬁéea;.;t_ o ns by e b Y ended lf;ée,;,bg,'nfi:fj- il '
- i - S B el 4T a0l b0t L T 20060 1 e 2005 iy ST L L PR
- - _(in thousands) -
: Net losses and, loss expenses payments ............... ) X 018 705 $ 620,833 :$§ 311,250
bChange in unpald lossés and loss expenses. .. [...... S 248194 2,329,191 1,406,350 - )
v __‘Remsurance recoverles on unpaid losses E e ml“6l 588 (868 018) (463 706) o
2 f‘ Reinsurance recoverles on pa:d losses A (2, 632) g (30 877) (7 650) R
et Net losses and lqss expenses mcurred ‘ - $1,425,855 $2 051, 129 $1 246, 244 .., -
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AXIS CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2006, 2005 AND 2004

7. Reserve for losses and loss expenses (Continued)

The following table represents an analysis of paid and unpaid losses and loss expenses and a
reconciliation of the beginning and ending vnpaid losses and loss expenses:

. , Yesr ended December 31
) - 2006 - 2005 2004
: . . . (in thousands) ]
Gross unpaid losses and loss expenses at beginning of period ... § 4,743,338 $2,404,560 $ 992,846
Less reinsurance recoverable balances ............... e (1,518,110)  (596,299) (124,899)
Net balance at beginning of period™. ................. ol 3,225,228 1,808,261 867,947
Net incurred losses related to: '
UMt VAT, . ..ottt i ittt enanns 1,642,391 2,434,125 1,427,956
Prioryear .......ooiiiiiii e s (216,536) (382,996) (181,712)

' - 1,425,855 2,051,129 1,246,244
Net paid losses related to:

CUITENtYear. ...t i (120,143)  (287,290)  (198,226)
PHOTYear ... e (898,562) (333,543) (113,024)
(1,018,705) _ {620,833)  (311,250)
Net losses and loss expenses acquired .. .................. ..., — — 656
Foreign exchange loss (gain)..................c.ooooi it 23,581 {13,329) - 4,664
Net unpaid losses and loss expenses at end of period........... 3,655,959 3,225,228 1,808,261
Reinsurance recoverable balances at end of period ............ 1,359,154 1,518,110 596,299
Gross unpaid losses and loss expenses at end of period......... $ 5,015,113 $4,743,338 $2,404,560

Net loss and loss expenses incurred include net favorable prior period reserve development of
$216.5 million, $383.0 million and $181.7 million during 2006, 2005 and 2004, respectively. Prior period
development arises from changes to loss estimates recognized in the current year that relate to loss
reserves first reported in previous calendar years. These reserve changes were made as part of our regular
quarterly reserving process and primarily arose from better than expected emergence of actual claims
relative to expectations on our short tail lines of business. The following table summarizes the net
favorable development by segment.

Year ended Decemeber 31
Global | U.S. Total
Insurance Insurance Insurance Reinsurance Total
(in thousands)
2006 . ...l $(123,242) $(44,291) $(167,533) $ (49,003) $(216,536)
2005. .. $(242,327) $(26,416) $(268,743) $(114,253) $(382,996)
2004, ..., L. § (92,497) $(14,302) $(106799) $ (74,913) $(181,712)

8. Reinsurance

The Company purchases treaty and facultative reinsurance to reduce exposure to large losses or a
series of large losses. Facultative reinsurance provides for all or a portion of the insurance provided by a
single policy and each policy reinsured is individually negotiated. Treaty reinsurance provides for a
specified type or category of risks. The reinsurance agreements are written on either an excess of loss or
quota share basis. Excess of loss covers provide a contractually set amount of cover after an excess point
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AXIS CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contlnued)
DECEMBER 31, 2006, 2005 AND 2004 o

" 8. 'Reinsurance (Continued) L. S BRI P RIS N SRR

‘has been reached. This excess point can be'based on the size of an industry loss ora fixéd monetary <<
amount. These covers can be purchased on a package policy basis, which provide cover for a number of
lings of business within one contract. Quota share covers provide a proportlonal amount of coverage from
the first dollar of loss. All of these reinsurance covers prov1de for recovery of a portion of losses and loss
expenses from reinsurers. Under its reinsurance security policy, the Company’ predormnantly cedes its
bnsrness to reinsurers rated A- or better by Standard & Poor’s Company (“S&P”) and/or AM. Best A
Company (“AM. Best”) “The Company Temains liablé to the extent that reinsurers-do'not inéet their
oblrgatrons under these agreements erther due to solvency issues, contractua] dlsputes or some_ other
reason. ) . ; X LT T e

= : .

[ . = . L .%.;.-;,-;',r'._ S R T
: 'The breakdown of ceded premiums by type of cover Was asfollows: .. e e
e ' R - " Yearcuded Decemberd 1 "
2006 2005 .. . .. 2004 . -
. ) N . (m@housang?bf., A ':u'_.' T4 B
Treaty: o -~ o '
QuotaShare ........................ feeeaen $252,241 $274,967.,, $249,441 - i
Excessof Loss................ e ..o 297207 - 398,453 295,280
~ Facultative................ e 70,409 47 61476 7143917 T
4 ;‘ Tota_] seaa e IR R TR P RER RS ehe $619,857 J$734,896 n $588,638 e
Gross and net premiums written and earned were’as follows:* | .. o0 L T P S
Sy L s . Year ended December 31 _ :.r_;r . s s -
L 2006 _ 2005 T 200 -
~eA-w - “Premiums © | Premiums Premiums = Premiums - - Premiums’~ ' Premiums
. . written. . - eamed written -~ -..earmed . - written -. .. earmed . .. -
T (in thousands) e £
Gross......... - $3,609,036 $3,353,884 _ $3,393,885 $3, 278 266 - $3,012,311 ~$2,510,847
Ceded ........ Y (619,857) - (659,614), *(734,896) (724, 583) (588,638) _.-(482,450) -
Net........... $2, 989 179 $2 694,270 $2 658 989 $2 553 683 $2,423,673 $2 028, 397
1 !-'J - L ¥ - } s ) P H RTINS . J‘{ Ty

Relnsurance recoverable and the provmlon for unrecoverable remsurance by segment wefé as fo]lows

B ] - u‘l e :__ .3
T S I AtDecember3l,2006 RERRT .' 3
. . - Global US._ Total . .
Insurance .  Insurance Insurance Reinsurance . - Total —~
: H . o . ' (in thonsands)
Reinsurance recoverabie on unpaid ' T om0
losses and loss expenses........... $402 036 $906, 197 $1,308,233 $ 19 425 ‘,$‘1|,;_§27,.658
Remsurance recoverable on pald o . ‘ o
CIOSSES T e 30, 680' 15,7§2' ' 46,442_, " 19,052‘ T 65,494
!Pr0v151on for unrecoverable '; o T e B
. remsurance..-...............'.-.... " (19, 150) “ o (794) (19'944)" (14,054) - - "(33,998)

* Total reinsurance recoverable *-. .'f. £ $4l3 566 $921,165 $1,334 731 ~$ 24,423~ $1,359,154 *
" % of reinsurance recoverable with R A
Reinsurers rated A-or better* .....- '~ 93.8% ~ "99.0% 973% - 521% T 96.0%
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, AXIS.CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31,2006, 2005 AND 2004

8. Reinsurance (Continued) ) .o . e

At December 31, 2006, the total reinsurance recoverable balance was 13.8% collateralized.

K .- . . . - -
i . R . [P . . . DO

B s . - At-Décemberfil,ZOOS

s oo Global US. . Total
) PR T T X

Insurance ¢ Insurance - . Insurance Reinsurance .+ : Total * -
i T S ] .. {in thousands) - sy
Reinsurance recoverable onunpaid =~ . - . ) - e _

losses and foss expenses.... ... ... .. $405366 .$ 974,760 $1,380,126 $'90,719 . $1,470,845

Reinsurance recoverable on paid losses . . 16,236 33,633 49,869 . 12,993 . | 62,862
Provision for unrecoverable reinsurance. — (2,604) (2,604)  (12,993) ' (15 ,597)
Total reinsurance recoverable ........ . $421,602 $1,005,789 $1,427,391 § 90,719  $1,518,110
% of reinsurance recoverable with -~~~ " SR
Reinsurers rated A- or better* . ..... . - 99.7% 99.4% 99.5% 50.2% 96.59

*  Ratings as assigned by S&P and/or A.M. Best

- 9. Derivative Instruments -~ _
a) Investment Derivatives ',, L '

During 2006 the Company recorded realized and unrealized losses on forelgn currency forward
contracts in its investment portfolio of $1.1 million (2005: $7.3 million gain; 2004: $3.0 million loss). As at
December 31, 2006, the net contractual amount of these foreign currency;forward contracts was
$2.5 million (2005: $27.1 million; 2004: $30.0 million) with a negligible unrealized loss in each of the three
years. During 2006, the Company recorded realized and unrealized losses on mortgage-backed securities
that were accounted for as derivatives of $2.8 million.(2005: $0.4, million; 2004: $0.3 million gain). At
December-31, 2006 and 2005, the Company did not hold any mortgage-backed securities in its investment -
portfolio that are accounted.for as dérivzitives’f

. . Syt - - B
B . e e .

b)’ Forelgn Currency Denvatwes ) o DI TE S o - o

Durmg 2006 the Company recorded realized and unreahzed gains of $6.4 million (2005: $4.9 m11hon
2004: $nil) on foreign currency forward contracts used 10, manage foreign currency exposures in the.
balance sheet. At December 31, 2006, the net contractual amount of these foreign currency forward

contracts was $9.7 miltion.,(2005: $59. 9 mllhon) with an unreahzed loss of $0.9 rm]hon (2005: $0 7 rmlhon
gain). L ae P -

[

=

c) ' Insurance & Reinsurance Contracts - . L

an

I

Dunng 2006, the Company éhtered into a $100 0 mllhon Total Return Swap Facnhty (the “Facﬂlty”) _
with a financial institution for the purpose of accessing and isolating natural peril EXpOSUTES embedded in-
capital market instruments. Thé Company utilized half of the Facility to enter into a $50.0 million , - ., .
catastrophe-related total return swap transaction, which was collateralized by a lien over a portfoho of the
Company’s investment grade securities. The Company received contract payments in exchange for .
assuming losses from qualifying earthquake loss events. The total return swap was marked-to—market with
the change in estimated fair value reported as other insurance related income (loss) in the Consolldated

102
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9. Derivative Instruments (Continued) R P FEt R AR L S S SR N | [PREH Y
Statements of Operations. At'December 31,.2006, the fair value of. the swap was $0:2 million. Th'e'cluarterly i
net contract payments, including the Facility fee, are included in other msurance related income.(loss)..
The Facility will terminate on September 15, 2009.

R
tpetin’y M

g
During 2005, the Company terminated all existing reinsurance contracts that were accounted 'for as’
derivatives. The change in fair value of these contracts resulted in a-net loss of- $5.9 million during 2005 and

anetgam of$113mllhon in2004. L L b ey sl e - e
. .;-t. W ,: f‘:-'.;.\'A Tt AP I TR L T
10. Debt and-anancmgArrangements R 1 I PR e
a)"™ SemorNotes S el ‘;"!' B L »'i = }l O R .-"

-4

On November 15, 2004 the Company 1ssued $500 0 mllllon of semor unsecured debt ( Sennor Notes )
at an issue.price ¢ of 99, 785% generating net proceeds of $495 7 mt]hon The Semor Notes bear mterest ata
rate of 5. 75%, payable semi-annually in arrears on June 1 and December 1 of, each year, begmnmg on
June 1, 2005 Unless previously redeemed the Semor Notes w1ll mature on December 1, 2014 The N
Company may redecm the, Senior Notes at any, time and from tlme 10 tlme in whole orin part at a “make-
whole” redemptlon prrce, however the Company has no current mtennons of calhng the Seruor Notes
The Senior _ , - - .

5T e

Notes indenture contains various covenants, including hmltatrons on liens on the stock of restncted
subsrdnarles “restrictions as to'the dlSpOSlthl‘l of the stock of restrncted subgldlanes and hmltatlons on

mergers and consolidations. The Company was in comphance with all the covenants contalned ifthe **
Senior Notes indénture at Deceniber 31, 2006 ‘and 2005: The fair’ valué of the Senior Notes att” ]

December 31, 2006 was $496 2 mllhon (2005: $49s 5 mllhon) o S : ! i : .;' o ’T e

e IPCRE [ SR ool et e s

, Interest expense mcludes mterest .payable, amortlzatron of the offermg discount.and amortization of:

debt offering expenses. The offering discount and debt offermg expenses are amortized over the period of

time during which the Senior Notes are outstanding. During 2006, the Oompany incurred interest expense-

for the Senior Notes of $28.7 mllhon (2005 $28.7 mrlhon)

AL NEN ie . Tued v:'f".cxl-l R T S VT

..t I. - . .
et e '.'..11‘ ; con e -’;'_“'f“‘«"' PV VIR L

' ERETE ii¢ "A i v o0 ' LYY

h) Crecht Factlmes .

' As at December 31 2006, the Company had a’ $1 5 billion' credit facility agreement ‘with a syndicate of
lenders. The credit agreement is an unsecured five-year facility that allows the Company and its operating.’
sub31dlar1es to issue letters of credit up to the full amount of the facility and to borrow up to $500 million
for general’ corporate purposes, with total usage not to exceed $1.5 billion. The credit facility.y w111 expire on
August 25, 2010 The credit agreement contains various loan covenants, including limitations on 'the
incurrence of future indebtedness, future liens, furidamental changés, investments and i certain transactrons
with affiliates. The facility also requires that the Company maintain 1) a minimum consohdated niet worth -
of $2.0 billion plus (A) 25% of consolidated net income (if positive) of AXIS Capital for each seml -annual
fiscal period ending on or after December 31, 2005 plus (B) an amount equal to 25% of the net cash
proceeds received by AXIS Caprta] from the issuance of its capital stock during each such seml-annual
fiscal period; and 2) a minimum debt to total capitalization ratio 0.35:1.0. The Company was in compliance
with all covenants at December 31, 2006 and 2005. At December 31, 2006, the Company had letters of

0
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
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10. Debt and Financing Arrangements (Continued) : coon T - .ot

credlt of $365.0 milliori (2005: $685.1:million) outstandmg There was no clebt outstandlng under the credit
facility at December 31, 2006 and 2005. . ... _.:. L . - - .
- . ¢ S SR
11. Commltments and Contmgenc:es
a). Concentratlons 0f Crednt Rlsk

Financial instruments that potentlally subject the Company to concentrations of credit risk consist *
principally of investments and reinsurance recoverable -balances. The investment portfolio is managed by
external advisors in accordance with prudent standards of diversification. Specific provisions limit the
allowable holdings of a single issue and issuers. The Company did not have an aggregate exposure in a
single entity, other than in U.S. Government and U.S. Government agency securities, of more than 10.0%
of shareholders’ eqmty at December 31; 2006 and 2005. Concentration of credit risk with respect to
reinsurance recoverable balarices is limited due to the number of reinsurers used on the Company s
reinsurance programs. At December 31, 2006, the’ top ten remsurers ‘accounted for 58.2% of reinsurance
balances recoverable, one of which accounted for 12.8% of reinsurance balances recoverable. Of the
58.2%, 30.2 percentage points are with reinsurers rated A+ by A.M. Best, 16.5 percentage points are with
reinsurers rated A by A.M. Best and 11.5 percentage points are with reinsurers fated A- by A.M. Best

b) Brokers

" The Company produces its busmess through brokers and direct relatlonshlps with i insurance
companies. During 2006, three brokers accounted for 52.1% (2005: 52.1%; 2004: 58.9%) of the total gross
premiums written by the Company Marsh Inc. (mcludmg its subsidiary Guy Carpenter and Company)
accounted for 24.5% (2005: 28.0%; 2004: 30.2%), Aon Corporation for 17.3% (2005: 15.7%; 2004: 19. 3%)
and Willis Group Holdings Ltd. for 10.3% (2005: 8.4%; 2004: 9.4%). No other broker and no one insured
or remsured accounted for more than 10% of gross premlums wntten in'each of the last three years

I A P . . . .

~¢) - Lease Commitments ¢ S EPRE

The Company and its subsidiaries lease office space in the countries in which they operaté under *
operating leases which expire at various dates. The Company renews and enters into new leases in the
ordinary course of business as required. Total rent expense with respect to these operating leases during
2006 was $10.2 million (2005: $7.9 million: 2004: $7 1 mllhon) Future minimum léase payments under the
leases are expected to be as follows ' . .

e - S : o , (in thousands)

2007 ........ e $18,343.
2008.......... et e S e © 10,558

! 2009:. ........... P AN P 9,991
2000, . e e e e e T - 9,663
2011, 0 e e e el 10,104

" Lateryears........... ol e, e i © 26,720

N Total mlmmum future lease conimitments- ............. e o007 $85.379

O L r + [
’
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. f) Legal Proceedmgs
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AXIS CAPITAL HOLDINGS LIMITED . _ )
;~. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contlnued) '
-"DECEMBER 31, 2006, 2005' AND 2004

d) InvestmentCommltments ‘ _ : s IR et ol a“.l

-

-.,altematlve mvestment fund. At December 31, 2006, the total outstandmg 1nvestment commltment was
$19 4 mll]lon (2005 nll) which the Company funded dunng January 2007 R T L

e) Remsurance Purchase Commltment T S T T LG

-

+During 2006, the Company purchased reinsurance coverage for its-U. S. insurance property line of
_busmess The minimum reinsurance premiums are contractually due on a quarterly basis in advance.’
Accordmg]y, at December 31, 2006, the Company has an-outstanding reinsurance purchase commltment of
$47 1 million' (2005 ni. :

+

TS HT et LS
P G"

Except as noted below the  Company is not a party to any material legal proceedlngs From tlme to

. ‘txme -the Company is sub}ect to routine legal proceedings, including arbitrations,'arising in'the ordinary .

course of business. These legal proceedmgs generally relate to claims asserted by or agamst the Company in
the ordmary course.of insurance or reinsurance operations. In the opinion of management the eventual

.o ‘outcome of these legal proceedmgs is not expected to have a, materlal adverse effect on the Company s .

financral condltlon or results of operatlons C e
% il R - “

et In 2005 a putatlve ‘class-action lawsuit was filed against the UL.S. insurance subsidiaries: In re¥.

" * Insurance Brokerage Antitrust Litigation was filed on August 1, 2005 in the. United States District, Court
" for_ the District of New Jersey and includes as defendants numerous insurance brokers and i msurance

Far ,companles The lawsuit alleges antitrust and Racketeer Influenced and Corrupt Organizations-Act-

\(“RICO”) violations in connection with the payment of contingent commissions and: manipulation of .
* " insurance bids and seeks damages in an unspecified amount. On October 3, 2006, the court granted in part

o motlons to dismiss. flled by the defendants, and ordered plaintiffs to file supplemental pleadings setting

s forth suff1c1ent facts to allege their ; antltrust and RICO claims. After plalntlffs filed: their supplemental
p]eadmgs defendants ‘Teriewed their motlons to dismiss, which are pendlng before the court.; ;. ou
. - Mandgement believes that the lawsuit is completely without merit and the Company contmues to

.’ vlgorously defend the flled actron . 3 v LT '

‘!.,-._ -

g) Dividends for Common Shares and Preferred Shares ) EARROR LS 5
- On December 7, 2006 the Board of Dircctors declaréd a dividend of $0.165°] per ‘commor share to
shareholders of record at Decembér. 3, 2006 and payable on J: anuary 16; 2007% Addltlonally, thé Board of
Directors declared a d1v1dend of $0. 45 per Series A 7.25% Preferred share and a dividend of $1.88 per-
Series B 7.5% Preferred share. [The Series A Preferred share is payable on January 16, 2007, t0 - :
shareholders of record at December 31, 2006 and the Serles B Preferred share is payable on March 1, 2007
to shareholders of record at February 15 2007. ‘ et e

- e e Ty, . : T, Lt e ‘.'.f-l"r"-
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* AXIS CAPITAL HOLDINGS LIMITED | .
- NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
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11. Commitments and Contingenéies (Continued)
h) Life Premiums Commitment

In connection with the life settlement contracts portfolio, the Company is committed to pay estimated
life insurance premiums of $636.6 niillion over the life of the underlylng contracts, of which the Company
expects to pay $59.2 million during 2007. . '

12. Earnings Per _Common Share : - v

The following table sets forth the coﬁparison of basic and diluted earnings per common share:

' . : R R . At and for year ended December 31

2000 2005 - 2004

(in thousands) -
Basic earnings per common share

Net income available to common shareholders . ..................... $925,765 $ 90,061 $494 998
Weighted average common shares outstandmg ...................... - 149,745 143,226 © 152,554
_'Basic earnmgs per common share f..... et e e ... % 618 § 063 $ 324
" Dilated earnings per common share N ‘ ' !
Net income available to common sha;ehblders ........... .. e, " $925,765 $ 90,061 $494,998
Weighted average common shares outstanding. ..................... © 149,745 143,226 152,554
Share equivalents , ’ ' : oo
Warrants............ R U - 1,725 - 10,939 10,361
Options ... ... e e e e e e 2,016 2,052 . 2174
Restricted stock. ... ........... e e 908 1,307 . 787
Weighted average common shares outstanding—diluted .......:..... 164,394 -~ 157,524 - 165,876

Diluted earnings per common share'.......... e s $ . 563 § 057 § 298

1

The following securities, that would result in the issuance of common shares, were not included in the
computation of diluted earhings per common share because the effect would be antldllutlvc 2{)06 881,980,
200s: 1, 106 499 and 2004 1,664,500.

13. Shareholders’ Equlty

a) Common Shares

. The authorized share capital is 800,000,000 common shares, par value of $0.0125 per share The
following table is a summary of changes in common shares issued and outstanding:

Al and for year ended December 31

2006 T 2005 - 2004
‘- : ‘ - o - t(in thousands) . . o
Issued and outstanding shares, beginning of period. ... 148831 152,737 152,455
Sharesissued............ ...t 1,162 8,877 282
Sharesrepurchased .............cooiiiiiiiiiit (11) (12,783) —
Issued and outstanding shares, end of period. ........ 149,982 148,831 152,737
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i

13 Shareholders’ Equity (Continued) L TRTVEETIE

On November 21,2005, the’ Company completed a common share offermg of 6, 800 000 shares at a
prrce of $29.42 per sharé with aggregate nét proceeds 16 the Company of $200.1 million.

On December 9, 2004, the Company announced that its Board:had authorized the repurchase of up to
$350 0 mrlhon of its common shares, and on February 16, 2005, the Company repurchased 12,783,094 .
common shares owned by initial investors at the formatton of the Company pursuant to its repurchase
program. The average purchase pnce was $27 38 per common share and the aggregate prlce was
- $3500 million, '

On March 14, 2005 the Company announced that its Board had authorlzed an addrtronal repurchase
' of up to $150.0 million of its common shares under the Company s share repurchase plan No repurchases
~ were effected under this authonzatlon : . fr oo N o !

R
¥

. On December 7, 2006, the Company announced that its’ Board had authorrzed a renewal of the !
: 'Company s share repurchase plan with authorlzatlon to repurchase up to’ $400 mrlllon of i 1ts common .
shares Tlns repurchase plan wrll explre on December 31 2008.° b ' .

P L . e Ty,

b) Serles A and B Preferred Shares .

. On October 35, 2005, the Company issued $250 0 million of 1.25% senes A preferred shares par value
$0.0125  pet share, with a quurdanon preference ‘of $25.00 per share The Company may redeem the shares

- onand after October 15, 2010 at a redemption ; price of $25 00 per share. Dwrdends on the series A

. preferred shares are’ non cumulatrve Consequently, if the'board’ of dlrectors does’ not authonze and
declare a dividend for any dividend period, holders of the ‘series A preferred shares will not bé entltled'to
recerve a dwrdend for such period, and such undeclared dividend will not accumulate and be payable.
Holders of series A preferred shares will be entitled to receive, only wher, as ‘and if declared by'the board of
directors, nor- cumulatwe cash dmdends from the onglnal 1ssue date, quarterly in arrears on the ﬁfteenth day’
_ of January, Apnl July and’ October of cath year commencing on January 15, 2006, w1thout accumulation of
any undeclared dividends. To the extent declared, these dividends will accumnulate, with respect to each
. dividend'period, in an amount per share equal to 7. 25% of the liquidation preference per annurm. .

_ "On November 23, 2005 the Company issied $250 0 million 'of 7.50% senes B preferred shares w1th a
: quuldatron preference of $100 00 per share. The Company may redeem the shafes on or after December 1,
2015 at a redemption price of $100:00 per share. Dividends on the seriés B preferred shares if, as and when
. declared by our board of directors.will be payable initially at a fixed rate per.annum equal to 7.50% of the
.~ liquidation preference on the first day of March; June, September and December of each year, commencing
on March 1, 2006, up'to but not including December 1, 2015. Commencmg on March 1, 2016, the dividend -
‘rate on the series B preferred shares will be payable at-a floating rate. During a floating rate period, the
. ﬂoatrng rate per.annum will be reset quarterly at a rate equal to 3.4525% plus the 3-month LIBOR Rate.
- Dividends on the series B preferred shares are non-cumulative. Consequently, if the board of directors does -
not declare a dividend for any dividend period, holders of the series B preferred shares will not be entitled to
. .receive a drvrdend for such period, and such undeclared dwrdend will not accumulate and will not be payable o
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- .AXIS CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
- DECEMBER 31, 2006, 2005 AND 2004

* The holders of the series A and B preferred shares will have no voting rights except as described: :
below. Whenever dividends payable on the series A and B preferred shares have not been declared by the
board of directors and paid for an aggregate amount equivalent to six full quarterly drvtdends (whether or

'13." Sharehelders’ Eqmty (Contmued)

not consecutrve) on aIl of the series A and B preferred shares or any class or series of parity stock then
outstandmg, the holders of the serles A and B preferred shares, together with the holders of each such
class or series of parity stock, will have the right, voting together as a single class regardless of class of .
seties, to elect two directors to the Company’s board of directors. The Company will use its best efforts to

~.effectuate the election or appointment of these two directors. Whenever dividends on the series A and B

preferred shares and the parity stock then outstanding have been paid in full, or declared and sufficient
funds have been set aside, for at least four dividend periods, the right of holders of the series A"and B-
preferred shares and the parity stock to be represented by directors will cease (but subject always to the
same provrsron ‘for the vestmg of such rights in the case of any future suspension of payments in an amount
equivalent to dividends for six full dividend penods whether or not consecutive), and the terms of offrce of
the additional directors elected or appomted to the board of directors will terminate.

~¢) Share Warrants

'

_ In connectlon with its formatron the Company 1ssued warrants to founding shareholders Wthh entitle
them to purchase up to 12% of the aggregate number of outstandmg shares at the date of issuance,
calculated on a fully diluted basis, o the exercise date at a price of $12.50 per share. The warrants are )
sub}ect to antj- dilution provisions that adjust in the event of dividends, distributions or stock ad]ustments In
the event of a drvrdend a warrant holder may elect to take either an adjustment to both the exercise price and
ot
exercise of the warrant. The anti-dilution provisions. ensure that the holder is in the same position as 1f the
warrant had been exercised immediately before the dmdend drstnbutlon or stock adjustment.

.At December. 31, 2006, 19,644,253 common shares (2005:-19,650,509; 2004: 19,619,152) would be
issued pursuant to the warrants, if all warrants were exercised at an average price of $12.44 (2005: $12.46;
2004: $12.48). All warrants were exercisable on November 20, 2001. At December 31, 2006, the Company
had accrued $30. 6 rmlllon (2005: $19.8 mrlhon) of cash dividends relating to the anti- dilution provrsron in

. respect of the warrants The expiration date for the warrants is November 20, 2011.

The warrants were granted to the founding shareholders as an inducement to purchase stock in the
Company and therefore no compensation expense has been recorded in connection with the warrants: The
| fair value of the warrants at November20, 2001 of $65.1 million has been included in additional paid-in
capital. This value has been calculated using the Black-Scholes option-pricing model. The three main.
assumptions used were: rrsk free intérest rate of 5.1%; expeeted life of 7 years; and a dividend yield of nil.

. -
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14 Benefit Plans:. < .. ... v, ol e oo i
‘ (a) Employee Benefit Plans - R ‘

© 1), “Retlrement Plans - -

At

The Company prov1des ret1rement benefits to- ellglble employees through vanous plans sponsored by
tthompanyl R o S A s it

14, Beneﬁt Plans (Continue(l) } - - . Co The T by s e
C () Deﬁned Contrlbutlon Plans - Sl U _ Lo '
- T el "*—.-"“" DO AL I : T
The Company has several defined contrlbunon plans that are self dlrected Generally, mutual funds :
are made availablé pursuant to which employees and the Company .contribute a percentage ¢ of the . -
employee’s gross salary into the plan each month. During 2006, the Company S contrlbutlon expenses

‘ tota]ecl $7.6 million. (2005 $67mllhon 2004:. $60mllhon) S o
(n) Supp]emental Executwe Retirement Plans (“SERPs”) ', F R TR S

Effective J anuary 1, 2004, the Company lmplemented SERPS for two executives. The SERP for
Mr, Charman, Chief Executive Officer and Pre51dent réquires the Company to'make annual payments to
Mr. Charman upon his retirement for a period of 20 years. The beriefits vest over a penod ‘of two years -
commencing in 2006. Commencing at age 56, Mr-Charman'is entitled to'an anritial’ payment of $0: 8 million
compounded by 3% annually for each year commencing from inception. The' SERP for Mr. Butt ‘Chairman;
requires the Company to.make annual payments to Mr. Butt upon his retirement:for a period: of 10 years. -
. The benef ts vest oveT a period of two years commencing in 2000. Commencmg at age 66, Mr. Butt is entitled -
to’ an arinual payment of $0.3 million compounded by 3% annually for each year commencing from inception.
If either Mr. .Charman or:Mr. Butt dies, is permanently disabled or a change of control of the Company
occurs, the remaining benefits under his plan are payable by’ the Company in a lump sum. The beneflts
received under the SERPs will be reduced by the benefits received by the execunves under thé Company 5
Bermuda retirement plan.: -Effective May 12, 2006, the SERP for Mr Butt was amended to delay by one year
the timing of fetirement beneﬁts to be paid and to mcrease the amount of renrement beneﬁts , by,$0:1 million
for the first five years of retirement. The measurement date of the plan was December 31, 2006 ‘The plan‘
assets are invested in money market funds.

. The following table shows the: components of pensmn expense and the amounts included in the .
Company s Consolldated Balance Sheets for the SERPS

: " o .- . ’ . " Atand for Year ended December 3.
. . 2006 - . 2005 - 2004
. (in thousands)

- Components of pension expense

Amortization of prior service cost......... . U .‘". . ‘ $2,25.lr] $2,146 $2,146
Expectedreturnonplanassets.:.,:.........ﬂ.'....’.....-..z.‘.. N () &) —_ .=
Interest COSt. . vveierernnnennans, SO e L 733 683, 643

Pensmnexpense.....:.....ll.....::........‘.‘.:.....I::.'.._ $2,268 ~ $2.829  $2,789
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obligations were:

AXIS CAPITAL HOLDINGS LIMITED
-+ NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
| DECEMBER 31, 2006, 2005 AND 2004

The weighted-average assumptlons used to determine net periodic pension cost and benefit-

SR T '
: . 2006 , . 2005 .. 2004
Discount rate for the period..... FOUT e reviiiieene. B875%  575% 6.00%
" Expected retuti’od plan assets: ... 2 T T R 8T75%  575% ' 2 6.00%
Rate of increase in future pensions. .. .......ccoviiivniienaa, - 3.00% 3.00% 3.00%
14. Benefit Plans (Continued)
(at and for year ehded December 31, i;l th(;us'ands) 2006 ' 2005 ’ . 2‘064
Change in benefit obligation--~. . .. = 1 ¢ L o -
Benefit obligation at. beglnmng of perlod. ceertoloroonesy o $ 12,439 % 11,371 -8 10,728
Interest cost ........:. O T T U T .. - 733 - 683 643
Actuarialloss................ooviu P A e =i j, 3850, —
Plan amendments ......... ..ot 315 — —
Benefit obligation at end'of period ... o ............ eveeens $ 13,487 $ 12439 § 11,371
Change in plan assets , S ’ e - Dot e .1
Fair value of plan assets at begmmng of penod. e $ — 5 — § —
Employer COHtrlbllthﬂS._.". R et e 12,840, .. — —
Actual return on plan assets . .,.......... e 615 . — =
L_Falr value of plan assets at end of penod . , e, 7'.'.__.r._, $ 13455 § — . —,
‘Reconciliation of fiinded status: . -« - C . Lo
v Fairvalue of plan assets:. . ;.. .0, o it oo, . $ 13 455
.- Benefit obligation . ...:....... S P SRR S -!13248 ). !122439) 511 37‘1)
Funded status.c.........ooi el - (32) $(12439) (11, 3D
"lAmounts recogmzed in accumulated other comprehenswe ' - )
‘loss_. - ' et _
" Unrecognized prior service cost .. . .‘.’..;'.. B S " $ 4,503 $ — =
" 'Unrecognized loss. . .....o.70 e D0 St 484 - =
"~ . Accruedbenefit cost.. .. :... 0L 0L TR $' 4,987 $ — % =
At December 31, 2006 the followmg beneﬁt payments are expected to be pald in the years. md:cated:
) Eercted Pament
. (in thousands)
2007 ... $ —
2008, e et
) R 807
2000, . o e e e e ¢ 1,162
) 2011, e 1,194
20122006, e e e i 6209 '
Total . e i it o §9,372
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS: (Contitiued)
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*

2 InngTermEqurtyCompensatron Plan  +i "0 ier o 1T g cepe s ot

. The Company has. adopted a Lopg-Term Equrty Compensatlon Plan (“LTEC”) that provides for the '
grant of non-qualified stock-Gptions, incentive stock optiois, stock appreciation rights, restricted stock
“*awards, performance s ‘share and performance ‘unit awards and share purchase rights. The maximum
number. of common shares with respect to which awards may be granted under the plan is 14,855,192, of

- iwhich 15200, 000 are avallab!e for issuance pursuant to sharé purchase rlghts and the remamder of whrch

" are avallable for 1ssuance under all'Gther awards The plan is admm1stered by the Compensatnon ’ _

. Commlttee of the Board of Drrectors i - N ‘ HAEERN

Lot o AR Ca e : _ . Loy

R s ley o ’ . S |

. A14 Benefit Plans (Contlnued) B " e - Lot
!- K . .“';.. L. t, Ll v,." . VR TP P - :_.-J.. iyt T3

-

8y Optlons :

~ Options granted undér LTEC plan generally expire 10 years after the date of grant and- generally vest.
ratably on.an annual basis over three years from the date of grant. Exerc1se prices are established at the
. fair value of the Company § common shafes at the date of grant, based on the c]osmg prlce ‘of the e
~-Company’s, shares on the New York Stock Exchange. Upon exercise, new shares are issued by the o
Company wa . ‘ i . :

-y

b eeralint Durmg 20086, the Company expensed $4.3 I'Ill]llOI‘l (2005 $5.2 mlllnon 2004: $3.0 mrlhon) related to the

grant of options and réalized a tax beneﬁt of §1.3 mllhon (2005 $1.7 million; 2004: $0.5 million). At
.December 3172006, there was $0.9. million of. unrecogmzed compensation cost related to optlons whlch is

v expected to'be fecognized over the weighted average period of one year. The total intrinsic value of: '

-.options exercised during 2006 was $11.0 miltion (2005::$10.3 million; 2004: $0.6 million) and ‘thé Coimpany
. féceived proceeds of $17.1 million” (2005: $8.6 miillion; 2004: $0.7 million). The tota! intrinsic value'of .

L optlons ‘vésted at Decémber 31, 2006, was $70.2 million (2005:.$69.9 million; 2004: $55.2 rmlhon) Thetfalr
N value of options granted during 2006 was $0.1° million (2005: $6 7million; 2004: $7.3 mllhon) A

- - The fair value of each option grant is estimated on the date of grant usmg the Black—Scholes optron-

' prncmg model wrth the following assumptlons ‘ s .

]

ol e, s I AL LI TRCTOCI IS TIE 35 01 B SRR ) .."'}; 3 1.‘~ e e
.- -«-;! U "1{"1-‘]* o a e rrd v, e Tt g e 2006 - o .2008 . o "2004.-‘ ;
- Weighted, average assumptlons used:, -, .‘ PO T ¥
Expected Life . ooy i e e AR i0.3 years J.0years “7.0 years,,
..Risk-free 1nterest rate ...... N NPT R e s I-i:;'r;:,- BRLY: 6% TR 2% A4 %
., ‘Expected volatlhty. e ‘ ; e it g . 200%. . 21.9% 23.0%
D1v1dend yleld ot e e e e g g e e .': SRV % .. 25%, ' 1 9,%

i ! ". en 1'\4!” iy .:f""!' ri"-;-‘} :‘:J,‘J RESS fi;"’-' LA S 'r‘
The grants 1in 2006, reflect modifications to grants made in. prior years to an employee- pursuant toa

N ‘l

severance agreement. The earlrer grants were:deemed cancelled and New- grants issued at the new terms.

" “The Company has elected to use the simplified méthod of calculatmg the expected hfe of the optrons

wh1ch is the average of the vestmg period and the expiry perlod IR
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The following is a summary of stock options granted under the LTEC and related activity: - -

-

At and for the year ended December 31

- - . 2006 . 2005 - 2004 -

ol - . . Weighted Weighted Weighted
Average Average Average
. . Nuomber of Exercise Number of Exercise . 'Numberof ' Exercise

__Shares Price Shares Price Shares . . Price
Outstandmg—begmmng of period.. 6,054,464 $18.84 5,622,181 $16.38 . 4,623,512 ) $13.33
Granted...............cc i, 23,334 2730 1,269,834 2801 1,079,000 , 29.48
EXercised. ..........o.c.cooieni... (905,146) 18.90  (653,881) 1313  (52,997) 1376
Forfeited........................ (105,668)  28.75 (183,670) -27.18  (27,334)., 22.71
Outstanding—end of peried . .. .. 5,066,984 $18.66 6,054,464 $18.84 5,622,181 $16.38

14. Benefit Plans (Continued) -

4.

The followmg table summarizes information about the Company’s stock opnons for optlons ‘granted

under the LTEC and outstandmg as of December 31 2006:

Options Quistanding

)

Options Exercisable

Weighted .

: : Weighted Average Weighted
0 . - . Average Remaining . Average
Cor Number of -  Exercise  Contractual Numberof - Exercise

Range of Exercise prices . R Options Price Life - Options Price
$12.50-813.75. .. ... e 2,583,147 $12.55 5.11 2,583,147 $12.55
$13.76-$15.00 .. ...l e, < 599000 . 1450 595 599,000. 1450
$15.01-816.25 .. ... ... ... e e, 53,334 16.25 6.42 53,334 | 16.25
$16.26-$25.65............ e, R 59,000 25.54 6.83 39334 2554
1,772,503 28.81 7.40 ‘899,885 . .29.09

$25.66-$29.62. .. %euiiiiiiiinnnn, [T :

(n) Restncted Stock

The fair value of restricted share grants is determined using the closing price of the Company s share.s
on the New York Stock Exchange on the day of the grant, with grants generally vesting three years after
the date of grant or upon the employee’s earlier retirement, death, permanent disability or a ‘change in
control of the Company. Restricted shares are entitled to vote and to receive dividends but may not be
transferred during the period of restriction and are forfeited if the employee’s employment terminates
prior to vesting. Compensation cost equivalent to the estimated fair value at the date of grant for the
number of shares expected to fully vest is amortized over a three-year vesting period. At December 31, 2006,
there was $29.4 million of unrecognized compensation cost related to these awards which is expected to be
recognized over the weighted average period of 1.4 years. The total fair value of shares vested during 2006
was $3.1 million (2005: $25.7 million; 2004: $4.2 million). During 2006, the Company expensed $20.9 million
(2005: $20.0 million; 2004: $14.1 million) in respect of restricted stock, and recorded tax benefits thereon of
$3.3 million (2005: $4.7 million; 2004: $1.9 million). o . ' ‘ C
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« AXIS CAPI'I‘AL HOLDINGS LIMITED - ) o
) “'NOTES TO CONSOLIDATED FINANCIAL STATEMENTS' (Contmued)
' ; DECEMBER 31, 2006 2005 AND 2004 . 5
» The followmg isa summary of restrlcted stock granted under the LTEC and related actwrty,. P PR
R 'w- ‘%"“': L-',"" ‘-’?‘.'. o ‘l‘i .. {“' o R ;“' ok n*"" *At and foryear ended December 31 e Mo ol
LT LA R i RE O ;r? 4 _.H"A. "' ',Z’t'-rij ' 206 [ e oy .*v"fa' - 2005 .. it o 2004 . -

o e f o wgb ol e D v o Neighted. . T Welghted : .- Weighted
et FTT AR AN T et : "’ Average g e Average "7 Average )
SRR : Grant ) . Grant : Grant - .

e E ::,-:- o " Number of . Date_ F_air . Number of +  Date Fair- t‘ Number of Date Fair ~°
; 3 At : Shares ™ “Value Shares - Value ™ Shares’ - '***'Value N
Nonvested—begmnmg of penod - 1,175,750, . $28.40 2,126,700 $17.36 - 1,879,800 ‘$ 13.32.
Granted _ 1,295,250 31 01 - 898 750 28. 35 1550,500 . 29 61
i Vested : ' _‘“ - (115, 000) 27 12~ (1 723, 300) “14. 91"" -(294, 000) 11425
o Ij“orwfelted A 127,500y “728. 85 <.~ (126,400) 2618 1: (9, 600) 23.95 .
o Nonvestec} nd ?f penod ”2,228,500 $29.95* - 1 175 750 $28 40 2 126,700 © '$§17.36 ¢ ..
R S e U e = —rr— T -
. « - L o i ' '.4 "’fx.-’: ':,l' .
o - The grants in 2006 mclude modlfleatlons to grants made i in pI‘lOI‘ years in relatlon 10’ an emp]oyee e
S pursuant toa severance agreement The earher grants were deemed forfexted and new grants 1ssued at ‘th‘e o
-'.1 new terms. .:* .. A - )
RN e wi ,f-" The o S A e N
'. - o . te DREE M IR , J., R A ' - Ve - oy
' o *r‘ LN '.“I_"( 3‘”-'_. TR o T *
eyt ubuL - 7 ;- . T E SN L s & .oy
. I ST . 2 R TR 4 ';-“ SR LR
R ¢ N LN 5 i sl 5y, S
'*‘.uv : 3 PO ; - ‘. e . ’
- S < " KON
L N I AU
.!r!_ . - -;.rj i . E “uy v
': s el _I::l_, r A - LRIy
: S (O O T RN e e u‘ Fiw .- '
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‘; AXIS CAPITAL HOLDINGS LIMITED
:NOTES TO CONSOLIDATED FINANCIAL STATEMENTS(Coitinuéd)
- DEGEMBER 31,2006, 2005AND 2004

14. Benefit Plans' (Contmued) P ol R I L

+ The Company recelves a tax deduetlon for certain vested restrlcted stocks and exercised stock optlons.
The ‘Consolidated Statements of Cash Flows i in 2006 include excess tax benefits of $0.4 million

. (2005 29 mrlhon 2004 ml) on exercise of stock optrons and restricted stock vests asa financing cash ﬂow )

) ', W3 P
g ft.r’ ’ . i L7 ¥

:‘(b) Dlrector Beénefit Plans S L .
-y 2003 Dlrectors Long-Term Equlty Compensatmn Plan - v ce T e e

e

s .., The Company has adopted a Dlrectors Long-Term Equity Compensation Plan (“DLTECP”) that .

. _ﬁrowdes for the grant of non-quahﬁed stock options and stock awards (restncted and unrestrlcted) to i

,non-employee directors of the Company The maximum number of common shares with respect to whlch

* awards inay be granted under the plan is 1,200, 000 The plan is admmlstered by the Compensatron
Commlttee of the Board of Directors.

. - N © -. - .
it R B8 A L AN . ' Ll T . . P T I T

- B i Y] t

el M oot . Y

(i) “'Options' T -

Options granted under the plan generally expire 10 years after the date of grant and'genera]fy vest
ratably on an annual basis over three years.from the date of grant. Exercise prices are established at the
fair vatue of the Company’s common shares at the date of grant, based on'the closing price of the
Company’s shares on the New York Stock Exchange. Upon exercise, new shares are 1ssued by the
Company. . :

During 2006, the Company expensed $0.2 million (2005: $0.2 million; 2004: $0.1million) related to the
grant of options. At December 31, 2006, there was a negligible amount of unrecognized compensation cost
related to options which is expected to be recognized over the weighted average period of 1 year. The total
intrinsic value of options exercised during 2006 was $0.09 million (2005: $nil; 2004: $nil) and the Company
received proceeds of $0.3 million (2005: $nil; 2004: $nil) and realized no tax benefit. The total intrinsic value
of options vested at December 31, 2006, was $0.5 million (2005: $0.3 million; 2004: $0.1 million). There were -
no option grants during 2006, and the fair value of options granted during 2005 and 2004 was $0.3 million.

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing -
model with the following weighted average assumptions used for grants in 2005 and 2004, respectively: risk
free interest rates of 4.2% and 4.4%, respectively, expected life of 7 years, a dividend yield of 2.5% and 1.9%,
respectively, and an expected volatility of 22% and 23%, respectively. The Company has elected to use the
simplified method of calculating the expected life of the options, which is the average of the vesting penod
and the expiry penod ,
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_AXIS CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31,2006, 2005 AND 2004
14. Benefit Plans (Contmued) g ‘ - T EELINEE R SN
.The: followmg isa summary of stock options- granted under the DLTECP and. related-actmty

T LR T T SO PR TG - At and for year ended December 31
e S TEL T 2006 . B} 2005 T 2004
Lade M Pote 147 PTn S Weighted : Weighted : ‘Weighted
UL S " v ‘ . Average R Average ' Average
0 LI Number of 'Exercise . Numberof Exercise =~ Numberof  Exercise
Wik al Tty Pt W - ‘4' . #8hares ... Price '« ' Shares - Price Shares - Price .
Outstandmg—begmnmg of perlod 120, 000 $25 19 72,000 $23.68 32,000 $_16_.25
Granted....... cedieenad IR oy ) ’ L' " 48,0000 - 2745 40,0000 7 29, 62
Exerc1sed..f.‘;.".'= ......... Vo '(13,332)' 2384 C — RPN )
Forfeited. /. ... ... SO Lz - (26,668) 2720 ST VU S —
Outstanding—end of period .."..... - 80,000. - $24.7,4. 120,000 - $2519 721000 - $23.68 -
The followmg table suimarizes mformatlon about the Company $ stock optrons granted under the
DLTECP and for opt:ons outstandmg as of December 31 2006: - o e e
".-‘ ' . I a . I‘ 'f :"l' T ) v‘:?:v‘ - .' --:."
Optlons QOutstanding T Options Exercisable .
- [ERARRITY T Weighted . wom 5200y o0 Lot D L)
. - Weighted Average .Weighted
P O T . . Number? o Average ¢ Remaining . .. . .. Average
A T of 'Exercise " Contracmal Numberof Exercise
i 5 't Range of Exercise prices's »v. . . & 7 1 - Options. . - Price . _ Life . -.~t- . Options ;.- Price ",
$15.01-816.25.. .. Z;:,-.‘;Q et ot 0240000 481625000, 6.00 e+ 24,000 .-.z$16_.25 :
: +1$25.66-$29.62 . . el 0 ,-56,000.. $2839 « . .758. . 26,667 .4 $28.750 0
E S gt S Lt L o R T A R T B PR Lo
(ii). RestrlctedStock :"*.- RN z;t v "*f A L N R TS

' The fa1r value of restrlcted share grants is determmed usmg the closmg prlce ‘of the Company s shares .
on the New York Stock Exchange on the day of the grant Wlth grants genera]ly vestmg srx months after the
date, of grant or upon the director’s ‘earlier rétirement, death permanent dlsablhty ora change in control :
of the Company Restncted shares are, entitled to vote; -and to Teceive d1v1dends but may not be’ transferred
during the period ‘of restriction and are forfelted if the dlrector r"esngns pnor to vestmg Compensatloh cost
equivalent to the estimated fair value at the date of grant for the number of shares expected to ful]y vest is’
amortized over a six- month vesting period. As of December 31, 2006, there was no unrecogmzed
compensatlon cost related to these awards. The Company recorded expenses of $0.1 thillion or less in each of
the years under 2006 2005 and 2004, representlng the total fair valueof. shares vestmg durmg the penod '

1 o . ' " . [ AT !.}l T 5’ ey . at o = *y 3
¢ % i v . it
‘ 1 1 B L Y S b ot " . .;.' b
f L ' —;Jk ", USRI e
* ] i H N vy ! i St i ] i N "L__,
F L/ ey L L Y AT [ Tyt L L E
S S I T A T A i v en
¢ + & N 1 P, - 1
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AXIS CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2006, 2005 AND 2004

14. Benefit Plans (Continued) Co :
The following is a summary of restricted stock granted under the DLTECP and related activity:

At and for year ended December 31

2006 _ 2005 2004

Weighted Weighted Weighted

Average Average Average

o ' Grant Grant Grant
i Numberof Date Fair ."Numberof Date Fair Numberof Date Fair

) .o - : Shares . Value = Shares . Yalue . Shares Va_]ue-
Nonvested—beginning of period ... ... - $ — — § — - § —
Granted. ............. . i e, 4,082 - 3185 - 2,184 ) 2745 _ 1,350 29.62 .
Vested. . ouoeeneee i, Lo (4082 3185 (2,184) 2745 (1,350)  29.62
Nonvested—end of period.......... . P -~ $§ - - § —

In addition, directors may elect to receive their fees in common shares rather than cash. As at
December 31, 2006, 44,834 (2005: 40,235; 2004: 32, 625) common shares had been granted under the plan
in lieu of fees. All awards are made at the fair value of the common shares at the time of the grant.

(2) 2004 Directors Deferred Comi)énsation Plan

The Company has an unfunded nonquahﬁed deferred compensanon plan that allows participating
directors to elect (1) the amount, if any, of cash or stock as fees for services to be deferred and (ii) the form
in which payment is to be made. Directors who choose to defer fees otherwise payable in shares are ’
credited a number of phantom stock units equal in amount 1o the number of shares of stock deferred. In
the event a cash dividend is declared on the stock, the portion of the participant’s deferral account-
denominated in phantom share units is credited with additional phantom share units (or portions thereof).
Directors who choose to defer fees otherwise payable in cash are credited with interest on their cash
deferral at a rate for the year of deferral that is 100 basis points above the 12-month LIBOR rate for
deposits of U.S. dollars. Generally, benefits are paid upon termination of service as a director. At
December 31, 2006, 35,656 (2005: 30, 267 2004: 23,235) phantom share units had been issued under the _
plan in lieu of fees, 1,997 (2005: 1,144; 2004: ml) had been issued in lieu of dividends, and 10,739
(2005: 6,657, 2004: 4 ,473) had been 1ssued in lleu of restricted shares. .

15, Related Party Transactmns 7

The transactions listed below are claSSlfled as re]ated party transactlons as each counterparty had or
has had either a direct or indirect shareholding in the Company or has been a board member during any
period covered by the financial statements.

In 2005, the Company began investing in various CLOs, The collateral manager of four of these
investments was Blackstone Debt Advisors L.P., who is entitled to management fees payable by the
collateralized obligations in the ordinary course of business. The Company invested in a fund of hedge
funds and in a distressed debt fund that is managed by Blackstone Alternative Asset Management, LP,
who is entitled to management fees in the ordinary course of business. During 2006, total management fees
to the Blackstone Group was $2.8 million (2005: $1.2 million).
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AXIS CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
. " DECEMBER 31, 2006,:2005 AND 2004

15. Related Party Transactions (Continued) _ - o e Thy e B

~+ The Company pay Marsh &-McLennzan Companies, Inc (“Marsh”)brokerage and commissions, which ‘

vary based on'the amount of business produced. In addition; the Company pays fees to Marsh relating'to -
accounting and human resources consulting services and the placerr{ént of insurance: Effective May 2005,
Marsh ceased to be a related party. The Company incurred brokerage fees and commissions during 2005

and 2004 of $92.1 million and $109.0 million, respectively.

‘16, ‘Taxation ° : o - ' . S
R LI . LU L TR
.. Under current Bermuda law, the Company is not required to pay any taxes mf_Bermuda on its income -
or capital gains.” |, T N S
The Company hasreceived an undertaking from the Minister of Finance in-Bermuda that, in the
_event of any taxes being imposed, the Company will be exempt from-taxation in Bermuda until . .

March 201§.

~ The Company’s U.S. subsidiaries are subject to federal, state and local:corporate income taxes and
other taxes applicable to U.S. corporations. The provision for federal income taxes has.been determined
under the principles of the consolidated tax provisions of the U.S. Intcmgl.}ievenue Co_dg::qngl‘lgegulation.
‘Should the U.S. subsidiaries pay a dividend to'the Company, withholding taxes will apply. The Company
also has operating subsidiaries and branch operations in Ireland, the United Kingdom, Singapore, and
‘Switzerlanid and is subject to the relevant taxes in those jurisdictions. . e

The Company’s net deferred tax assets and net current tax liabilities are included in other assets and

other liabilities respectively, in the;Consolidated l?alance_ Sheets.-- ., # R L
:;‘;’Iﬁcofne'téii("é_xpeﬁsé‘and‘net incorme tax assets were as follows: * ' ' I A
RS A 1T T e e L P o CPE
v e bi vt N s+ 3. Year ended December31 -t si- o T
T IR PR e vae e el 2006 T 2008 2004 -
L L. N L R T 7. (inthousands) . L
* Current indomie tax éxpense (benefit) ¢ - Mttt e R
_Uhited States. . . RSOSSN N W §44.074" 8 33,569 § 12,8807
Ui Burope . 5L e e LT et gy 1 7(1,436) 06,083
Deferred income tax expense (benefit) ' e Tk TR
United States . ... ...vvvionreeinneneeenn elee.. . (19,702) . (27,351)  (13,659)
CBUIOPE vt e et o (312) 1,285 - 136
*_ Total iNCOME tX EXPERSE . .+ v v rernnerrinnnnrenmnnss L - $33842 $ 6067 § 5440
- Net current tax liabilities . ..o v eenveeieeerens U $ (2,615 $ (6,367) §$ (3,607) -
. Netdeferred tax asSEI8. . oo vvvr e iveranioarannaerssns . 70,123 50,874 21,647

Nt LA ASSELS - » e ve v eenre s feenanneenacsonsaneensnes $ 67,508 $ 44,507 - § 18,040
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AXIS CAPITAL HOLDINGS LIMITED
NOTES, TO CONSOLIDATED FINANCIAL STATEMENTS: (Continued)
" DECEMBER 31,2006, 2005 AND 2004

16. Taxation (Continued)

- Deferred income taxes reflect the tax impact of temporary differences between the carrying amounts
of assets and liabilities for financial reporting and income tax purposes. Slgmﬂcant components of the net -
deferred tax asset (liability) were as follows . S f '

At December 31
2006 2005
(in thousands)

Deferred tax assets: . : : N
Disoounting of loss TESEIVES . ovvntceenaanes Ceeeaan $ 35713 § 26,239

Unearned premiums . ...... e P 48,837 41,050
Accruals not currently deductible . ................ e 18,602 9,210
Other deferred taxassets. ;. ... foio o iiee 10,235 8,407
Deferred tax assets before valuation allowance ......... ceeee 113387 84,906
Valuation allowance. . ............ .o iviiiiiininiiiin.. (6,647) (5,774)
Deferred tax assets net of valuation allowance . ... .5........ 106,740 79,132
‘Deferred tax liabilities: T ) ‘ T
Deferred acquisition costs. . e S : (33,216)  (25,794)
Other deferred tax liabilities. . . ... ............... S L (3,400)  (2,464)
Deferred tax liabilities............. e DU © 7 (36,616)  (28,258)
Net deferred tax assets.............. TR $ 70,124 * $ 50,874

The valuation allowance relates to net unrealized losses on the Company s fixed maturity investments’
and U.S. capital loss carry forwards of $8.0 million ($3.8 million expire in 2010 and $4.2 million expire in
2011). The Company believes it is necessary to establish a valuation allowance of $6.6 million against the .
deferred tax assets arising from capital loss carry forwards of $1.1 million and net unrealized losses of
$5.5 million due to insufficient positive evidence regarding the reversal of these losses. The establishment

. of the valuation allowance relating to net unrealized losses of $5.5 million has been recorded asa .,
component of other comprehenswc income consistent with the treatment of the net unrealized 1osses
Although realization is not assured, management believes it is more likely than not that the tax benefit of
the remaining net deferred tax assets will be realized. '

‘

118




-

AXIS CAPITAL‘ HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contlnued)
DECEMBER 31, 2006 2005 AND 2004

1_6' Taxation (Continued) . . REREI (A "n:;'s" N L N YO

The followmg table is a reconciliation of the actual i income tax.raté to the amount computed, by. '
- applylng the effective tax rate of.0% under Bermuda law to'income before income taxes: ;- - oy

£ R O L wh, el T T anl CoomtE *‘f“
. . \’ear ended December 31 T B
N ot 2006 2005 2004 -
o e T (§Ta thousandy) - e
Income before mcome taxes. TSI RREE $996 901 $100,507 5500 438,

Reconcxllanon of effectlve tax rate (% of
income before i 1ncome taxes)

*m';, t',". T I T e

"Expecteédtax rate ... %50 Crten S :'.‘.'.'--. pie 00% ' 1"‘0 0% -t 0.0%*#: SO |
: Forelgn taxes at local expected fates: el e e Cwd g PR
- "United States. ..:....o0 . Dol P 2-,9% ”Q 87%""’ 0.7 e e
. Europe..... .0 ... .. W P R [ T:08% " (03)% - 1:0% -"4"" ol
++* Net-tax exempt income ....:%.s..... ST 0N% (1% 0% T
(0117 SO PP . 04% (1.0)% * (0.5% " .
Actual taxrate. ........ AP e - 34% 6.0% - 1.1%
17, tStatutory Fmanclal Informatlon R T O T

The Company 8 msurance and reinsurance operanons are sub]ect to msurance and/or remsurance law§ g
and regulanons in the ]unsdlctrons in‘which they opérate, mcludmg Bennuda, Ireland and the Unlted . s
States. These regulations include certain restrictions on the amount of dmdends or other dlStI’lbuthﬂS )
such as loans or cash advances, available to shareholders without prior approval ‘of the insurance ~ * I -
regulatory authorities. At December 31, 2006 the mammum amount of dtstrlbutlons our. sub51d1ar1es could
pay to AXIS. Capital was approximately $1.4 billion.. * - - : ‘ S e

The unaudited statutory, capital and surplus for the pr1nc1pal operatmg sub51d1ar1es of the Company
“at December 31,2006 was as follows. The comparatwe frgures at Deeember 31, 2005 are the combined
audnted ﬁgures submltted to the regulators.

"

At December 31

. Bennuda . . ~_Ireland — '. Umted IStates
- 2006 2005 2006 - 2005 - 2006 e+ 2008
. (in thousands) . .. :+ 1 O
-Required statutory capital ot e e
and surplus.......eeens $1,098344 §$ 881,627 $174,656 $ 60, 580 $191 867 $179 355
Actual statutory capital and _ . '
SUrplus. . .....ooiiiinns $3,554,805  $2,860, 576 $735,963 $697 707 $901 128 $753 746

The Company sUS. operatlons requlred statutory capltal and surplus is determmed usmg nsk based
capital tests, which is the threshold that constitutes the authorized control level. If a company falls below
the control level, the commissioner is authorized to take whatever regulatory actions consrdered necessary
to protect policyholders and creditors. The maximum dividends that may be paid by the Company’s U.S.
insurance operations are restricted by the regulatory requirements of the domiciliary states. Generally, the

' maxnnum dividend that may be paid by each of the Company sU. S insurance entities without pl’lOI‘
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AXIS. CAPITAL HOLDINGS LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2006, 2005 AND 2004

17. Statutory Financial Information (Continued) L B CEE I

regulatory approvalis limited.to unassigned surplus-(statutory equivalent of retained earnings) and cannot
exceed 10% of total statutory capltal and surplus.’At December 31, 2006, the maximum dividend that the ..
Company’s U.S. msurance operatlons could pay without regulatory approval was approximately

© $16.1million. .- TN

There are no other statutory I'CStI'lCthl’lS on the payment of dividends from retamed earnings' of the
Company’s Bermudian or.Irish subsidiaries as applicablé minimum levéls of statutory capital and surplus
requirements have been met and all regulatory requiremerits and- llcensmg ru]es comphed with,

Total statutory net income of our.operating subsidiaries was $980. 3 mllhon $100.7 mﬂhon and
$425.5 million for 2006, 2005 and 2004, respectively. The difference between statutory financial statements
and statements prepared in accordance with U.S. GAAP vary by jurisdiction; however, the primary
difference is'that statutory financial statements do not refiect deferred policy acquisition costs, certain net
‘deferred tax assets, intangible assets, unreallzed apprematlon on debt securities or certain unauthorized
reinsurance recoverables . -
H . . t

18 Fair Values of Fmanclal Instruments

The Company uses various financial instruments in the normal course of its business; Fair values of ..
these financial instruments are based on quoted market prices, if avaitable, estimates of fair values of
similar instrutents or estlmates of falr valués determmed by the Company See Notes 2 (b) and (h) for
further mformatlon on the methods and assumptlons used by the Company in estlmatmg its fair value "
. disclosures for fmanmal mstruments o ‘ . '

. The carrying amounts and: falr values of the Company s fmanmal mstruments at December 31 2006
and2005 SV PP .

: e s e ke . Yearended December3l
P oo s L T e 2006 - 2005 -
' - ) Carrymg Carrying "
- Fair Yalue Value Fair Value Value ;
) {in thounsands)
.. Financial assets: e
~ Cash and cash equivalents. PR e $1 989,287 - $1 989,287 $1,280,990 $1,280,990
Fixed maturity investments available ,
forsale ..... RIS Srrseieaesiiaes ) 6,532,723 6,532,723 6,012,425 °6,012,425
Other investments...... . f..... el ‘1,130,664 - 1)130,664 409,504 409,504
_Securltles lendmg collateral ........... - 794,149 794,149 ‘998,349 - 998,349 -
" Financial liabilities: ' ' I : ) S
Securities lending payable............. . 791,744 791,744 995,287 995,287
L1ab111ty under repurchase agreement . 400,000 400,000 ' - -
| Semor notes’ ,........... YETRRY S0 496215 (499,044 T 498500 U 499,046
P s - L [ P . (S ! © S [ T e T
N f. vl T
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contmued) N
DECEMBER 31, 2006, 2005 AND 2004

* 19. Subsequent Event: ERE ' >, - e T a

'_'Strateglc SegmentReorgamzanon T ‘;?‘"v R N I
I Tas

, On J anuary 17, 2007 the’ Company announced a strategic reorgamzatlon tofurther strengthen the .
N glo?al operatlons of AXIS Insurance As a result AXIS Insurance will have the’ followmg four d1v151ons '
‘managed across. ‘all geographm locatlons Specnalty Llnes Professmnal Lmes Cap1tal Risk’ Solutlons and
AXIS Select Markets "

. . . . - Lk . .
et _1:‘ P- tay . i [ ot s WYy

: 20 Condensed Quarterly F:lnanclal Data (unaudlted) ' LT
. .. . .r.n. to . Quarters ended - L e
Marll Jun 30 Sep 30 Dec 31
. : ' -3 ’ (in thousands, except per share data) . -

" Gross premiums written......... o0 eER U Y 81,164,740 0 $995,380° $734,910 $714 006
Net premiumsearned. ... .......oovvihees Vgt ..633,594 679 099 .. 692,780, . 688,797
Net income avallable t0.common shareholders S 195 185 223 400 - 226,222 “'280,958

- Comprehenswe moome .............. e ey e e e 148,3‘76 200 285. ... 347354, 304 708
Earnings per common share——ba51c. e OV T ) ‘$'. "1.49 _$ .- 151 ¢$ - 1.87
Earnings, per common share——dlluted ....... eapreeneeo 8, L1980 137 $ 137 $ . 1,69

' ; Do . v SRR e ' KPR R .2605; . :
K T . R T e Quartersended T e
- AL e i, m e v E ey < awMar3l . Jun30 .- . Sep30 . _ Dec3l .
o . e . . ., (in thousands, except per shnredata) -
Gross premiums written. . . .. e 51 198, 699 $767,293 $ 794,571 ° $633 322 .
Net premiums earned.....: ......... LT U625 590_ 624,413 © 616,814 686, 866
- Net income (loss) available to common shareholders. .: -, .~ ;151,799 172,845, (468,075) 233,492
Comprehensive income:(loss).. F..0 v .. AN . 1089,490 -+ - 221,984 +:(522,626) + 214,839
.Earnings per common share—basrc ......... sreeeee $ 104 % 123 $; (3.32) $..161"
Earnmgs per common share—dlluted. FETEIYY R 095 " $ _1.13 (3 32) $ 1,47
' : IR T L .o e
. . s i
o ar it ,!) ot 4 3% ':r BT
oy et R s ' AN ’ 1 o N i
1 vt L - ! \ ta !
3 . 3 Y ) it _*'- - (LR & '
- L . P KT L
Attty =5 5 ' b SR LA
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ITEM 9. CHANGES IN AND DISAGREEMENTS-WITHfACCOUNTANTS ON ACCOUNTING AND .
FINAN CIAL DISCLOSURE

Ld A T Toae

Not apphcable | Lo e

'

-

ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures L

The Company’s management has performed an evaluation, with the participation of the Company’s .
Chief Executive Officer and Chief Fmancral Officer, of the effcctlveness of the Company’s disclosure .
controls and procedures (as defmed m Rules 133 -15(e) ; ‘and 1Sd-15(e) of the Securities Exchange Act of
1934 (the “Exchange Act”)) as of December 31, 2006. Based  upon that evaluatlon the Company s Chief _
Executive Officer and Chief Financial Offlcer concluded that the Company’s ‘disclosure controls and '
procedures are effective to ensure that information required to be disclosed by the Company in reports
that it files or submits under the Exchange Act is recorded, processed summarized and reported within the
time periods specified in the rules and forms of the SEC and is accunulated and comimunicated to
management, including its principal executive and principal financial officers, as appropriate to allow
tlmely decisions regardmg requ1red dlsclosure

Management’s Annual Report on Intemal Control Over Financial Reporting

The Company s management is fesponsible for.establishing and mamtammg adequate intefnal control
over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act). The Company 5
management has performed an assessment with the participation of the Company’s Chief Executive *
Officer and the Company’s Chief Fmancral Officer, of the Company’s internal control over financial * ‘
teporting as of December 31, 2006. In makmg this assessment, management used the criteria sct forth by -
the Committee of Sponsoring Organizations of the Treadway Commission in Internal Control-Integrated
Framework. Based upon that assessment, the Company’s management believes that, as of December 31,
2006, the Company’s internal control over financial reporting is effective to provide reasonable assurance '
: regardmg the reliability of financial reportmg and the preparation of financial statements for extemal ‘
purposes in accordance with generally accepted accounting prmcrples

The Company’s independent registered public accounting firm has issued an audrt report on our | o
assessment of the Company’s internal control over financial reporting. This report appears below. ; .

All mternal control systems, no matter how well desrgned have inhérent limitaticns.' As a result, even'
those internal control systems determined to be effective cari provide only reasonable assurance with
respect to financial reporting and the preparation of financial statements.

Changes in Internal Control Over Financial Reporting

The Company’s management has performed an evaluation, with the participation of the Company’s
Chief Executive Officer and the Company’s Chief Financial Officer, of changes in the Company’s internal
control over financial reporting that occurred during the quarter ended December 31, 2006. Based upon
that evaluation there were no changes in its internal control over financial reporting that occurred during
the quarter ended December 31, 2006 that have materially affected, or reasonably likely to materlally
affect, the Company’s internal control over financial reporting.
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Artestatzon Report of the Independent Registered Public Accounung Ftrm B T R I
‘ REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Dlrectors and Shareholders of. -~ o -« L FRRICTE ;‘ il
AXIS Capital Holdmgs Limited

We have audited management’s assessment, included in the accompanying Management 8, Annual
Report on Internal Control Over Financial Reporting, that AXIS Capital Holdings L1m1ted and '
subsidiaries (the “Company”) maintained effective internal control over financial reporting as of - °
December 31, 2006, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on
management’s assessment and an oplmon on the effectiveness of the Company’s internal control over
financial reporting based on our audlt

o

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in
all material respects. Our audit inciuded obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in the )
01rcumstances We believe that our audit provides a reasonable basis for our opinions. |

A company s internal control over financial reporting is a process designed by, or under the
supérvision of, the company’s principal executive and principal financial officers, or persons performing
similar functions, and effected by the company’s board of directors, management, and other personnel to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles. A -
company’s internal control over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company, (2) provide reasonable assurance that transactions are recorded
as necessary to permit préparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the company are being made only in ‘

accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

" Because of the inherent limitations of internal control over financial reporting, including the
possibility of collusion or improper management override of controls, material misstatements due to error
or fraud may not be prevented or detected o a timely basis. Also, projections of any evaluation of the. -
effectiveness of the internal control over financial reporting to future periods are subject to the risk that
the controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

- . In our opinion, management’s assessment that the Company maintained effective internal control
over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Tréadway Commission. Also in our opinion, the Company maintained, in all material
* respects, effective internal control over financial reporting as of December 31, 2006, based on the criteria
~ established in Internal Control—Integrated Framework 1ssued by the Committee of Sponsoring
Organizations of the Treadway Commission.
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We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (Umted States), the consolidated financial statements and financial statement schedules as of and
for the year ended December 31, 2006 of the Company and our report dated February 28, 2007 expressed
an unqualified opinion on those financial statements and financial statement schedules.

/s/ Deloitte & Touche . ‘ P o .
Hamilton, Bermuda T L
February 28,2007 L L '
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. ITEM 9B. OTHER INFORMATION .- « - - s ‘ ' .
' . Not applicable. h o

PART III*
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

"+ The information requnred by this item is mcorporated by reference from a definitive proxy statement
thiat will be filed with the Securities and Exchange Commission not later than 120 days after the close of
the fiscal year ended December 31, 2006 pursuant to Regulatlon 14A

ITEM 11. EXECUTIVE COMPENSATION -~ “v.~ =+ - . .. -

"The mformatlon fequired by this item is :ncorporated by reference from a defi mtlve proxy statement
“ that will be filed with the Sccurities and Exchange Commission not later than 120 days after the close of
the flscal year ended December 31, 2006 pursuant to Regulanon 14A

. ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

o _ AND RELATED STOCKHOLDER MA'I'I‘ERS o b

The mformatlon reqmred by thlS 1tem is 1ncorporated by reference from a defmltlve proxy statement
that will be filed with the Securities and Exchange Commission not later.than 120 days after the close of *
- the fiscal year ended December 31, 2006 pursuant to Regulation 14A. - ‘ ’,

. ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS AND DIRECT OR
INDEPENDENCE | S L

The information required by this item is 1ncorp0rated by reférence from a definitive proxy statement
that will be filed with the Securitiés and Exchange Commission not later than 120 days after the close of
" the fiscal yéar ended December 31, 2006 pursuant to Regulatlon 14A :

ITEM 14. PRINCIPAL ACCOUNTANT FEESAND SERVICES A

The 1nformatlon requ1red by IhlS 1tem is’ mcorporated by reference from a deﬁnmve proxy statement
that will be filed with the Securities and Exchange Commission not later than 120 days after the close of
the fiscal year ended December-31, 2006  pursuant to Regulatlon 14A '

PART v

- - . e S, e . ' - .
- L ’ W O 1

ITEM 15 EXHIBITS FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8 K

(a) Fmanual Statements, F1nanc1al Statement Schedules and Exhlblts

1. .. Financial Statements * > ° _--' L U ARSI R
. - RN BT A ST S
Included in Part II—See Item 8 of this report. v

2. Flnanclal Statement Schedules -

Report of Independent Reglstered Publlc Accountmg Firm'"*

Schedu!e 11~ '‘Condensed ananc:al Information of Regrstrant ‘ -
Schedule m — Supplementary Insurance Informatlon . o
Schedule IV —  Supplementary Reinsurancé Information’
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- Schedules 1, V and VI have been omitted as the information is provided in Item.8, Consolidated Financial
Statements, or in the above schedules.

3. Exhibits .
Exhibit ) : , .
Number Description of Document
1.1 Underwriting Agreement, dated February 15; 2006, by and among the Company, Banc of

1.2

31

3.2

4.1

4.2

s . 4.3.‘.

4.4

45 -

46

10.1

10.2

10.3

America Securities LLC, as underwriter and the selling shareholders named in Schedule I
thereto (incorporated by reference to Exhibit 1.1 to the Company’s Current Report.on

Form 8-K filed on February 21, 2006).

Underwriting Agreement, dated December 12, 2006, by and among the Company, Citigroup
Global Markets Inc., as underwriter and the selling shareholders named in Schedule I thereto
(incorporated by reference to Exhibit 1.1 to the Company s Current Report on Form 8-K filed
on December 12, 2006).

Certificate of Incorporation and Meémorandum of Association of AXIS Capital {incorporated
by reference to Exhibit 3.1 to the Company’s Registration Statement on Form §- 1

" (Amendment No. 1) (No. 333- 103620) filed on April 16, 2003). .

Bye-laws of AXIS Capital (Incorporated by reference to Exhibit 3. 2 to the Company s Annual
Report on Form 10-K filed on March 1, 2005).

Specimen Common Share Certificate- {(incorporated by reference to Exhibit 4.1 to the -
Company’s Registration Statement on Form S-1 (Amendment No. 3) (No. 333-103620) filed
on June 10, 2003).

Amended-and Restated Series ‘A Warrant for the Purchase of Comrnon Shares (incorporated
by reference to Exhibit 4.2 to the Company’s Annual Report on Form 10-K for the period
ended December 31, 2003). ‘

Senior Indenture between AXIS Capital and The Bank of New York as trustee, dated as of
November 15, 2004 (incorporated by reference to Exhibit 4.1 to the Company s current report
on Form 8-K filed on November 15, 2004},

First Supplemental Indenture between AXIS Capital and The Bank of New York, as trustee,
dated as of November 15, 2004 (mcorporated by reference to Exhibit 4. 2 to the Company s

" current report on Form 8-K filed on November 15, 2004). -

Certificate of Désignations setting from the specific rights, preferences, limitations and other
terms of the Series A Preferred Shares (incorporated by referenceto Exhibit 3.1 to the
Company’s current report on Form 8-K filed on October 4, 2005).

Certificate of Designations setting from the specific rights, preferences, limitations and other

. ..terms of the Series B.Preferred Shares (incorporated by reference to Exhibit 3.1 to the

Company’s current report on form §-K filed on November 23, 2005).

Amended and Restated Shareholders Agreement, dated December 31, 2002, among the
Registrant and each of the persons listed on Schedule A thereto (incorporated by reference to
Exhibit 10.1 to the Company’s Registration Statement on Form S-1 (Amendment No, 3)

(No. 333-103620) filed on June 10, 2003).

 Employment Agreement between John R. Charman and AXIS Specialty, dated as of

December 15, 2003 (incorporated by reference to Exhibit 10.2 to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2003). |

Service Agreement between Michael A. Butt and AXIS Specmalty, dated as of December 15,
2003 (incorporated by reference to Exhibit 10.4 to the Company’s Annual Report on '
Form 10-K for the year ended December 31, 2003). :
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Exhibit ) S
Number ' s _ar T3 w'n Description of Document

104 Service Agreement between Michael E. Morrill and AXIS Speciaity U.S. Services, Inc dated
" as of February 26,2003 (incorporated by reference to Exhibit 10.4 to the Company G
Form 10-Q filed on May 5, 2004). "
10.5 Employment Agreement bétween Dennis B. Redrng and AXIS Spec1altyrU S Services, Inc.
: - . dated as of February.6, 2003.(incorporated by reference to Exhibit-10.5 to the Company s,
Form 10-Q filed on May 5, 2004). : TR D
» 106 - . Employment Agreement between Aridrew-Cook and AXIS Specralty, datedasof :
, .+ . December0; 2001 (incorporated by referenee to Exhibit 10 2 to the Company s Form 10-Q
- filed on May 5, 2004). W " 1
+10.7. - Separation Agreement, effective as.of April-2, 2006, between AXIS Specralty L1m1ted and -
- - Andrew Cook (incorporated by reference:to Exhrbrt 10 2 1o, the Company s Current Report on
Form 8- K filed on March 16, 2006). S SRR
10.8 Consulting Agreement; dated as of March 13, 2006 between AXIS Specralty L1m1ted and
< s." " Andrew Cook (incofporated by reference to Exhibit:10.1 to the Company s errent Reporton
Form 8-K filed on March 16, 2006). - B I T S RS
109 ‘Employment Agreement between Wllllam‘A Fischer;and AXIS Specra]ty, dated as'of '
.. - November 26, 2001 (1ncorporated by reference to Exhibit 10.3 to the, Company s Form 10-0
- filed on May 5, 2004).. - A A L
-10.10 . . Employment Agreement between John Gressier and AXIS Spec1alty Ireland dated asof
; November 21, 2002 (incorporated by. réference to Exhibit 10 9'to'the Company’s Regrstratlon
.- Statement on Form S-1 (Amendment No. 3)(No. 333-103620) filed on June 10; 2003).
L1011 Employrnent Agreement between Richard Strachan and AXIS'Specialty.Ireland, dated as of
Co November 21,2002 (incorporated by reference'to Exhrbrt 10.10 to the Company’s Registration
Statement on Form S-1 {Amendment No. 3)(Nok333:103620) filed on June:10, 2003).
10.12 © Employment Agreement between John Murray-and AXIS Specialty, dated-as of October 15,
2004 (incorporated- by reference to.Exhibit 99.1to the Company -Form 8: K’frled on
.+ October 19,2004). . : BT e, '
10.13  Employment Agreement between Marshall F. Turner and AXIS Speeralty U S Services Inc.
+ - -dated as of January 1, 2004 (incorporated by feference to:Exhibit 10.11 to the Company’s
- Annual Report on Form 10-K for the year‘ended-Decémber-31, 2005) A
10.14  Employment Agreément’ between Karl Mayr and AXIS Re Limited dated as.of November 12
. . 2003-(incorporated by reference to Exhibit 10.12'to the Company’s Annual Report of '
. .Eorm 10-K fot the year ended December 31, 2005).  clmeos il 8o o
10.15  Separation Agreement between AXIS Specialty:U.S. Services, Inc.and Ms Lorrame S.
..+ Matiano dated’as of May.9, 2005 and amended on:December 11, 2005 (incorporated by
" - reference to-Exhibit 10.2 to the Company s Current ‘Report on Form 8:K filed. on . -
December 14, 2005). T PRRRNY AN IT SR R
'10.16 .- Separation Agreement between AXIS. Specralty erlted and Ms. Carol S. Rivers, dated as of
*February 17, 2006 (incorporated:by.reference to Exhrblt 1041.to the Company s Current
. +..» . Report on Form 8-K filed on February 23,2006)..- SRR JREPOL IR "
10.17. . Form of Grant Letters for Carol S. Rivers under the 2003 Long-Term Equ1ty Compensatlon
Plan (incorporated by reference to Exhibit 10.2 to the Company’s Current Report on
Form 8-K filed on February 23, 2006)%,: ., * ~ o ivvle ) tnfy Hue Sy
10.18  Credit Agreement dated August 25, 2005 among the Company, AXIS Spec1alty errted AXIS
Re Limited, AXIS Specialty Ireland Limited, JP Morgan ‘Chase Bank:NA, as administrative
agent and lender, and other lenders party: thereto (incorporated by reference fo Exhibit 10.14
toithe Company’s Current Report on Form.8:K-filed on August-30, 2005). v

Hy
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Exhibit
Number i . Description of Document

-+ 10.19 2003 Long-Term Equrty Compensation Plan (incorporated by reference to Exhibit 1. 5 to the
Company’s Registration Statement on Form S-1 (Amendment No 2)(No. 333-103620) filed on
May 17, 2003). -

10.20- 2003 Directors Long-Term Equity Compensation Plan (mc:orporated by reference to
Exhibit 4.5 to the Company’s Registration Statement on Form 5-8 (No 333- 110228) filed on
November 4, 2003).

10.21 2003 Directors Deferred Compensation Plan (mcorporated by reference to Exhibit 10.14 to

: -the-Company’s Registration Statement on Form §-1 (Amendment No. 2} (No 333-103620)

- filed on May 19, 2003).

10.22 «  AXIS Speciaity U.S. Services, Inc. Supplemental Retirement Plan (mcorporated by reference to

- Exhibit 10.15 to the Company’s Registration Statement of Form S-1 (Regrstratlon
No. 333-113951) filed on April 6, 2004). "

10.23 - . Supplemental Executive-Retirement Agreement between AXIS Specialty lerted and

~.. . Michael A, Butt, dated as of January 1, 2004 (incorporated by reference to Exhibit 1(.7 to the
Company’s Form 10-Q filed on May 5, 2004).

1024  First Amendment to Supplemental Executive Retirement Agreement, effectwe as of May 12,
2006, between AXIS Specialty Limited and Michael A. Butt (incorporated by reference to
Exhibit 10.1 to the Company’s Current Report on Form 8-K filed on May 18, 2006).

10.25. - Amendment I to Amended and Restated Service Agreement, effective as of May 12, 2006,

' - between AXIS Specialty Limited and Michael A. Butt (incorporated by reference to
Exhibit 10.2 to the'Company’s Current Report on Form 8-K filed on May 18, 2006).

10.26° - Supplemental Executive Retirement Agreement between AXIS Specialty Limited and John R.

Charman as of January 1, 2004 (incorporated by reference to Exhibit 10.8 to the Company’s
‘ Form 10:Q filed on May 5, 2004).- '

10:27 - 2006 Directors Annual Compensation Program (mcorporated by reference to Exhrbrt 10.1 to
the Company’s Current Report on Form §:K filed on December 14, 2005).

1028 2004 Annual Incentive Plan (incorperated by reference to Exhibit 10.3 to the Company 8
- Current Report on Form 8-K filed on December 14, 2004).

1029  Employment Agreement, dated September 8, 2006 between AXIS Capital Holdings errted
and Richard T. Gieryn, Ir. (incorporated by reference to Exhibit 10.1 to the Company S

o Currént Report on Form 8-K filed on September- 14, 2006)..

1030 = Employment Agreement, dated September 8, 2006 between AXIS Capital Holdings Limited
and David B. Greenfield (incorporated by reference to Exhibit 10.3 to the Company’s Current
- Report on Form 8-K filed on September 14, 2006). .

10.31 Employment Agreement, dated Septembeér 8, 2006 between AXIS Caprtal Holdmgs errted
and Brian W. Goshen (incorporated by reference to Exhibit 10.1 to the Company s Current
Report on Form 8-K filed on September 14, 2006).

10.32. -2006 Directors Annual Compensation Program, as amended (incorporated by reference to

+ Exhibit 10.4 to the Company’s Current Report on Form 8-K filed on September 14, 2006).

10.33  Form of Grant Letter for certain employees of AXIS Specialty Europe Limited under the 2003
Long-Term Equity Compensation Plan (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed on January 23, 2006).

121 Computation of ratio of earnings to fixed charges and preference dividends:-

21.1 .. Subsidiaries of the registrant, : :

231 Consent'of Deloitte & Touche.. : : : Ce

1241 Power of Attorney (included as part of 51gnature pages hereto). - & ..

311 Certification of Chief Executwe Officer pursuant to Section 302 of the Sarbanes-Oxley Act of

2002.
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SIGNATURES

Pursuant to the reqmrements of Secnon 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be s1gned on its behalf by the undersigned, thereunto duly
- authorized on February 28, 2007.. ... = -. ». a4 .

AXIS CAPITAL HOLDINGS LIMITED

By: /s/ JOHN R. CHARMAN

John R. Charman
Chief Executive Officer and President

POWER OF ATTORNEY

We, the undersigned directors and executive officers of AXIS Capital Holdings Limited, hereby
severally constitute, David B. Greenfield, John J. Murray and Richard T. Gieryn, and each of them singly,
as our true and lawful attorneys with full power to them and each of them to sign for us, and in our names
in the capacities indicated below, any and all amendments to the Annual Report on Form 10-K filed with
the Securities and Exchange Commission, hereby ratifying and confirming our signatures as they may be
signed by our said attorneys to any and all amendments to said Annual Report on Form 10-K.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities indicated on February 28,
2007,

s/ J OﬁN R. CHARMAN : Chief Executive Officer, President and Director
JohnR.Charman (Principal Executive Officer)
s/ DAVID B. GREENFIELD Chief Financial Officer
David B. Greenfield (Principal Financial and Acting Accounting Officer)
/s/ GEOFFREY BELL Director
Geoffrey Bell .
/s/ MICHAEL A. BUTT _ " Director

Michael A. Butt -

/s/ CI—[ARLES A. DavIS " Director
Charles A. Davis

/s/ ROBERT L. FRIEDMAN' Director
Robert L. Friedman

/s/ DONALD J. GREENE Director _
Donald J. Greene

/s CHRISTOPHER V. GREETHAM Director
Christopher V. Greetham
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T

- REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

' To the Board of Directors and Shareholders of. . Ca .
,AX.ISCapltalHoldmgsleHed ' :’ S : T,

We have audited the consohdated f1nanc1al statcments of AXIS Capntal Holdings L1m1ted and
subsidiaries (the “Company”) as 'of December 3172006 and 2005, and for ¢ach of the three years in the
period ended December 31, 2006, management s assessment of the effectiveness of the Company’s internal
. control gver financial reporting as of December 31, 2006, and the effectiveness of the Company’s internal
control over financial reporting as of December 31, 2006, and have issued our reports thereon dated
February 28, 2007 such consolidated financial statements and reports are included in‘this Form 10-K. Our -
audits also included the consolidated fmancml statement schedules of the Company ]1sted in Item 15.
These consohdated financial statement schedules are the responsibility of the Company’s management. -
Our responsibility is to express an opinion based on our audits. In our opinion, such consolidated financial
statement schedules, when considered in relation to the basic consolidated fmanc1al statements taken as a

o

L

) whole, present fairly, i in ail matenal respects, the information set forth therem A Lr.-_ ? L
/s/ DELOITTE & TOUCHE .
Hamilton, Bermuda - . . : . o ~ .

- February 28,2007 ~ .~ - ' 7 ' .
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[T T A B " SCHEDULETI:
| +: JAXIS CAPITAL HOLDINGS LIMITED - o '

Ty N CONDENSED BALANCE SHEETS—PARENT COMPANY v e
’ AT DECEMBER 31, 2006 AND 2005 }

rern TS s 2006 . 2005
' (im thousands)

-+ VAssets e i e T . - S -
. Investments'in submdlanes on equity b351s ...... U e .. $5,297,038  $4,253,794
Cash-and cash equUIVAlents . . ... 0. e oo 10,050 54,782

o Otherassets ....... e e g e _ ..... el 003,982 .0, 3,469 o

e, Totalassets .ol Tu D e ‘ $s,311070k$4312045 .
Liabitities -~ . =~ . - - ' ' ST
- Intercompanypayable f ........ oLl $ 359, 524" '$+ 272300
©Debt.. b h L e S e S : ».499,144  © "499,046 -
-+ Other liabilities ......0. [...... T . +397558" 28,'348f :
v Total llabllmes ..... eeees SR S N #h0 898,423 700 799,694
L Shareholders Equity | ' R et T.”'-"'._._. )
¢ SerlesApreferred shares O ' oLy ST
(wsuedandoutsmndngOOd 10, 000 2005: 10,000) ...l . _' $ !25;'§ 125
SenesBpreferred shares” . * B T e e B
(:ssuedandoutstandmgzo% 2,500; 2005 2500) ..... CU3be v 31
Common shares . RV S PRI R S
- (issued.and autstandmg 2006: 149 982;, 2005 148,831 )’ con 1,875 0 . 1,861
;' Additional paid-in capital ... ... il T, el a1 2,429,250, 2,386,200
: Accurnulated other comprehenswe loss<.. ...l eV oL (44,638) ~5+(77,798)
: Retained earnings. .x.: . Lo e e e e . ;.;2,026,004-- 1,201,932
- f\ _(Total shareholders eqUItY: ... i 1 4,412,647 - 13,512,351
“Total liabilities and shareholders’ equity..........................0.... $5311,070 $4,312,045.
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Lo _ : : SCHEDULE II (Continued)

. -AXIS CAPITAL HOLDINGS LIMITED

. ?
CONDENSED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME—-—PARENT
i+ .1 COMPANY

YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

2006 2005. . 2004
= ] . U (in thousaqu.)
" Revenues ' - =" - g o B
+ ' Net investmient income. :.. . o.ooerrern.. e U $ 934 $° 1)754.°% 506
Realized investment losses ... .....: s ey e — - (3 0 —
- Total revenues. . ........ O SO 93 - ‘1,721 T 506
Expenses ' . o
~ ~ General and administrative expenses ............. i . 14,538 . . 2,142. 1,679
Interest expense and other financing costs......... P 29,192 29,203 1 3,727
Totalexpenses..............c.cooiiniininnenn. e . 43,730 31,345 - 5,406
. Loss before equity in net earnings of subsidiaries ........ S (42,796) (29,624} - . (4,900)
" Equity in net earnings of subsidiaries ....... e c 1,005,856 124,064 499,898
NetIncome.................ccooevvninn.. e " 963,060 94,440 494,998
. Preferredsharedividends .................... ... o ;e 37,295 4379 —
'Net Income available to common shareholders............... ... $ 925765 § 90,061 $494,998
.V NetIncome...........o.iiiiiiiii e o0 T80 963,060 $.94,440 0 $494,998
Other comprehensive income, net of tax ' - ' '
" . Net loss on supplemental executive retirment plans (SERPs) ...." ~ + . (484) ° — —
+Unrealized gains (losses) arising during the year ............... 22,517- .7 (72,211) v (3,216)
* Adjustment for reclassification of investment net losses (gains) * - - R
realized inmetincome .............oiiiiiiiiii i, 15,630 - (18,542) "~ (9,033)
-Comprehensive'income .. ... ...... e e e " ..$1,000,723 § 3,687 °+ $482,749
P R T : L. S . L .
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2

- -Supplemental disclosures of cash flow information: -

T et . ' L SCHEDULE II (Continued)

! AXIS CAPITAL HOLDIN GS LIMITED
3
CONDENSED STATEMENT OF CASH1MWS—PAMM COMPANY
YEARS EN DED DECEMBER 31 2006 2005 AND 2004

"'FT‘;' .o : B )
: P CaL : TN 2006 - 2005 2004
ST A o en ; O O ~ . (iuthousands) -
' Cash flows from operatmg activities: .0 . W T AP
. ar NEtinCOME. .. .v\re it ere et vneaanenaind S $ 963 060 $ 94 440 $ 494 998"
o Equ:ty in net eammgs of subS1d1anes ........ LT L T ,008 856)" " '(124 064)  (499,898)
- - (42,796) (29,624)  (4,900)
AdJustments to reconcile net mcome to net cash prov:ded by S T T
=+ " (used in) operatlng activities: _ ) - R -
- Intercompany payable R SN e s 4 87,224 394,847 . (98,687)
OMher. .o e L 25,543 ‘23,602, 21,016
Net cash provided by (used in) 0peratmg activities ........... C o 69,971 388,825 (82,571)
. <Cash flows from mvestmg activities: - .- S W T e S
’ Dividends'from subsidiary.. ."-).... ... e 225,000 - 20,926 ¢ 20,000
.~ Net sales and maturities (purchases) of available-for-sale - ot - L Croaa
o .securities...... Vol N ey — 50978 - -(50,788)
Investment in subsidiaries . ... ..0eeenin. . SRR o (229,228) _(746,641) _ (254,000)
“Net cash provided used in. mvestmg actmtles. Wl e (4,228) - (674,737) -(284,788)
Cash flows from financing activities: : C : : -
Repurchase of shares ... ... Lot B (335)  (350,000) —
Issuance of common shares, net...............00 ..o ' 17,856 . 204,046 (986)
Issuance of preferred shares net R P - =(126) 489,564 —
. Issuance of debt;net........ . O B T VLT — 495,714
“ Dividends pald—common shareholders OISR A " (90,575) " (82,777) ' (67 966)
Dmdcnds paid—preferred shareholders e (37,295) _, — —
Net cash (used in) provided by ﬂnancmg actmtles coomsiy - 2 (110,475) 260,833- - 426, 762
(Decrease) increase in cash and cash equivalents....... P - (44,732)  (25,079) 7 59,403
_Cash and cash equivalents—beginning of year....c....7 0. 7w 54,7827 79,861 20,458
Cash and cash equivalents—end of year ............ e $ 10,050 $ 54,782 § 79,861
o~ - . , A ' . B

TAEEIESE PAIA. 7. v e seeeeeeeeeeeeeeeeenaens .. $ 28750 $°30051 § —
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- AXIS. CAPITAL HOLDINGS LIMITED

At and year, ended December 31 2006

SUPPLEMENTARY INSURANCE INFORMATION

Amurtization

SCHEDULE IIt

136

. Reserve For Losses or -
. Deferred . *Losses . Net Net And . Deferred Other Net
' ' . _. Acquisition And Loss Unearned Premiums Investment Loss . Acquisition  Operating  Premiums
{in thousands) Costs Expenses  , Preminms Earned Income(l) _Expenses . . Costs Expenses - Written .
Global Insurance .. . § 77,049 $1516,634 $ 732,818 $ 746,393 — $ 331,778 - $102,673 % 49,058 ° § 850,533
U.S. Insurance . . ... 25471 1655112 . 583,709 - . 559,367 . — 304,906 49,329 106,858 - 609,866
Total Insurance ... - - 102520 = 3,170,746 . 1316527 1,305,760 — . 636,684 152,002 155916 . 1,460,399
Reinsurance. . . ... - 149279 - 1,843,367 699,029 1388510 — 789,171 234,957 53,658 1,528,780
Corporate. .., .. L e —_ — — 447,100 — — 91,776 —
Total ......... $251,79% $5015,113  $2,015,556 #$2,694,270  $407,100. - $1,425,855 .$386,959 '$301,350, -$2,989,179
- 'k L ’ RS ] T
L L At and year ended December 31, 2005 . '
. .u ! ' T Amortization -
s Reserve For . Losses’ - ,0f. B N
. Deferred Losses Net Net And Deferred Other Net _
Acquisition And Loss Unearned Premivms Investment Loss :Acquisition- .~ Operating . Premiums
(in thonsands) . Costs .. Expenses Premiums Earned Income(1) _Expenses Costs Expenses . _Written
Global Insurance . . § 62,065 $1,500,652 $ 657264 $ 748,015 — 5 492,667 $ 97,938 $ 36,794 § 649,703
U.5. Insurance . . .. 17,286 1,563,489 ° 543,018 ° 453,534+ . — 390,140 - 21,062 ‘... -80,909. .- " 518064
--Total Insurance . ... - 79,351, 3,064,141 1,200,282 1,201,549 — 832,807 119,000 117,703 - 1,167,767
Reinsurance. . .... 117,037 . 1,679,197 560,185 1,352,134 — 1,168,322 218,383 48410 | 1,491,222
Corporate. . . ..... - L= = T — 256712 - = - 19,176 =
Total......... $196,388 $4,743,338  $1,760,467 $2,553,683 $256,712 $2,051,129' $337,383 $245,289  $2,658,989
. } o X . T L
S s At and year ended December 31, 2004
' o - ' Amortization
) ." "Reserve For , Losses ,Of . ) e
Deferred Losses Net Net And Deferred Other Net
- *  Acquisition  And Loss Unearned Premiums . Investment Loss Acquisition - Operating  Premioms
(in th ds) - Costs Exp Premi Earned Income(l) _Expenses Costs Expenses Written
Giobal Insurance . . - $102,660 '$ 881,897 § 767920 '§ 796,566 — § 451,724 T $124,953%° $ 35052 % 933,198
U.S. Insurance . . . . 14,642 -760,596 447,087 349,287 -« i— ‘234,746 10,779 - 71,482 - " 430,087
Total Insurance ., - 117,302 =~ 1,642,493 © 1,215,007 | 1,145,853 - — + 686470 -135,732 106,534 . 1,363,285
Reinsurance. .. ... 93,780 . 762067 429,764 882,544 — 559,774 144836 41,662 1,060,388
Corporate. . ...... — = — — 152,072 — — ' 44,394 -
Total ......... $211,082 ° $2,404,560  $1,644,771 $2,028397 $152,072 ° $1,246,244 $ 280,568 $192,590  §2,423,673
S #he . .- . ST
4] Investment income is not allocated to the Company’s segments as the invested assets are managed centrally, oy




St o , "+ . SCHEDULEIV
. s o5 AXIS CAPITAL HOLDINGS LIMITED o .
ISUPPLEMENTARY REINSURANCE INFORMATION S

JH :’,‘!‘r' A B ISR LA L ET

) . L YEARS ENDED DECEMBER31 2006, 2005 AND2004 e

" I
RT3 TS PRI S TURT 1o S o S F I SRR I

) WL e 4 DIRECT CEDEDTO ., | ASSUMED .. : . ' PERCENTAGEOF
et X selalpa b 'GROSS © - OTHER:¥ ® FROM OTHER ! - 11 'r 77" #. + i." AMOUNT ASSUMED
(in thousands) - ' __PREMIUM = COMPANIES ~COMPANIES - NETAMOUNT; . A= TONET

2006.......‘........ S1648740 619857 | TS1960296  $2.989.179 © T T 65.6%
' ' -$1,532,799  $734,896 ; '$1,8613086 "~$2 658,989 ° cON0%1 .
$1,460,784 $589, 638 ’s1 351, 527 $2 422 673 TR a9 -

T --, N SR - "fr.i- RTTTRRES a{;l‘,i,‘t:'i.
. . . Gt e T e R S .
\ P Sttt L s Moo R B N R A L. 11 Tt - [P
I . - i iree T i .r ® ]
, o3 [ TARE T A SRR S R A R L R SN L L F AR
oL K ot A : fee .. .
\ ERIEH B I e e e e SHE, [ 11 B B S A A [T A A
- v f ; s A . e
I I T TIR T A L LT AL SIS S DI [P RL N PRI R + SR I L7 S
. . oo ,3 . : BN B A
t, e P PRI A T T ST ot R - BT I [T R T |
B . i o . I L (AN I ..,-f.‘,'iR PN AT : 4 s
. : Th. " e - M i ko . " e teg -
S L B & R PN . . i . A S NI LA IS T Ve, s
. o :
s . w e o~ L5
IS A I S AR R
= T - fl - , '
- - 1oy [ ) L R
T o B RET - . S NS R TI -T LN A N Y o S
< . . . e FRPC I R -
RS R N . F 5 R L S A iy}
4 ) w typf . T
Ty IR, e P ' . [ A vt ! N L AT
. teree o e C ; RRPTIM I N R e
-7 . + .
- - ) : ! £ 2- v “
LN e AN ' oL L ot o VR L 4,“ ) »
- 5 . . .
Tt - - : Yo, . Pt oeelt AT L i
- N . R - -
PR SR oL s T S v . B ’
N . !
- . ean vwom : 4 X T
DU N [N . Y it wei . s AT T RTID He tamT IR -
.
+ - 1 - - £ g A
SovEee cr T sty LT . O R P LA PR TP A |
oot e
Vo b e - L ~ its . P T :oa LY v
iy y . . ' - P 7 . or ior IR § N
TR B S S "5 - s T e TN Ty i e, A <t I X
e e " . by . = -
f * R TH A . EE N LT S L N LRI STl PRV SR ) :
P B i <, * w
. 50, b * . & AR SN SO vy R U LR
- - . +
. . HFTEEN [ * s [E O [P LR CIR ", e Jaan Uy e
~ * . . .
’ . . 2 e . N ,
Bo, 4rgar » 1 ' P AT N RIS T . s Wy I ,
N I - retrd T v et P S L BACT VL RO L
. " o * "y = - . . ‘| e * » ”'
N - [IFIE SN . LY A 'l; - 3 AT v N
. . Lo -
i . ; PR - . . - N ' - . T
L AT D PSR . PR : - i [N o
: b
P - . et . LA
. Tl b b ’ - L P b R T P R U]
. . ¢ LU s L LT FAS L L Ardr Ve o
R . . - - . - 1 3
T ¥ ' E I s | I I P H i LAY Fi TM% ' ! .
. : N - £ -
Dot e ; v 18 PRI 7 AL P N ST ' TRC ok
4 N .
o ey
>y o ] PR i ;L
.. E d
" LI oo . -
. N . . R
e TN - .
N
. b N - -
. . . .

» L 137




oL ‘ Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE! OFFICER
C 3, AXIS Capital Holdings ] Lumted o
PURSUANT TO SECTION 302 OF THE SARBANES 0)§LEY ACT OF 2002

1, John R. Charman certlfy that ’

1.1 have revnewed this Annual Report on Form 10 K of AXIS Capltal Holdmgs Limited for the penod
ended December 31, 2006 Lt ST R "

a‘“‘ i .“'- -. "5" i.

2. Based on my knowledge thlS report doés not contain any untrue statement of a material fact or om1t .
to state a material fact necessary to make the statements made, in hght of the circumstances under
which such statements were made, not mlsleadmg with respect to the perlod covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a -15(e) and 15d-15(¢)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a - 15(f) and 15d -15(f))
for the registrant and have: ‘

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
~ regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
" in this report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

d) - Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal .
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) All sngmﬁcant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 28, 2007 B . /$/ JOHN R. CHARMAN
‘ John R. Charman
Chief Executive Officer




1, David B. Greenfield, ccrtlfy that:
1.

C¥na ‘ Exhibit 31.2

+ ACERTIFICATION OF CHIEF FINANCIAL:OFFICER .
AXIS Capital Holdings Limited :
»'PURSUANT TO SECTION 302 OF THE SARBANES OXLEY ACTOF 2002 .-

. v
% R S BT P N8

I have Teviewad thls -Annual Report on Form 10- K of AXIS Capltal Holdlngs lelted for the penod

, ended December 31, 2006; e . ‘

RERRT i, R !-" LR "lr-.

. Based on my knowledge, th1s report does not contain any untrue statement of a materlal fact or omit |

to state a material fact necessary to make the statements made, in light of the circumstances under .. -
which such statements were made, not mlsleadmg wnth respect to the perlod covered by this report;

\ . U TINE
Based on my knowledge the f1nanc1a] statements -and other flnancxa] information mcluded in this
report, fairly present in all material respects the financial condition, results of operatlons and cash
ﬂows of the'registrant as of, and {0, the perrods prescnted inr this report SR

The reglstrant s other certifying officer(s) and Tare responsﬂ:)le for estabhshmg and mamtamlng

disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢}) and
interndl control over financial reportmg (as defmed in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have: |

a) Designed such dlsclosure controls and procedures or caused such disclosure. controls and
proceduires to be designed under our supervision; to ensure that material information relating to
-the registrant, including its consolidated-subsidiaries, is made known to. us by others w1th1n those
entltles parttcularly durmg the pertod in which this report is being prepared; R

(b) Desrgned such mternal control over ﬁnancral reportlng, or caused such lnternal control over
‘financial reportrng to be de51gned under our superv1sron to provrde reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with genera]ly accepted accounting pr1nc1ples

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures,
- as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting
-that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an-annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and '

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ab111ty to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 28, 2007 , : /s/ DAVID B. GREENFIELD

David B. Greenfield
Chief Financial Officer




e - Exhibit 32.1
* CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
AXIS Capital Holdings Limited

PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on. Form 10-K of AXIS Capital Holdmgs anted (the .
“Company } for the period ended December 31, 2006 as filed with the Securities and Exchange .
Commission on the date hereof (the “Report”), I, John R. Charman, Chief Executive Officer of the
Company, hereby certifies, to the best of my knowledge, pursuant to 18 U.S.C. Sectlon 1350/ as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requlrements of Sectron 13(a) or 15(d) of the Secunttes
Exchange Act of 1934; and o -

(2) The information contamed in the Report falr!y presents in all materlal respects the f1nanc1al
caondition and results of operatlons of the Company

Daté: February 28,2007° - & " /s/ JOHN R. CHARMAN
_ ' ~ ' John R:'Charman -
Chief Executive Officer - '

This certification accornpames this Report pursuant to Sectton 906 of the Sarbanes-Oxley Act of 2002
and shall not, except to the extent required by.such Act, be deemed filed by the Company for purposes of
Section 18 of the Securities Exchange ‘Act of 1934, as amended (the “Exchange Act”). Such certification
will not be deemed to be incorporated by reference into any filing under the Securities Act of 1933, as
amended, or the Exchange Act, except to the extent that the regrstrant specrﬁcally mcorporates it by
reference .




Exhibit 32.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PURSUANT TO
AXIS Capital Holdings Limited

.- o PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 ‘ -2

In connectlon with the Annual Report on Form 10-K of AXIS Capital Holdmgs Ltmtted (the
“Company”) for the period ended December 31, 2006 as filed with the Securities and Exchangé
Commission on the date hereof (the “Report”) I, Dav1d B. Greenfield, Chief Financial Officer of the
Company, hereby certifies, to the best of my knowledge pursuant to 18 U. S.C. Section 1350 as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requlrements of Section 13(a) or 15(d) of the Securmes .
Exchange Act of 1934; and .

(2) The mformanon contained in the Report fairly presents, in all material respects the financial
condltlon and results of operations of the Company.

i

‘ Date: February 28, 2007 . .+ /s DAVID B. GREENFIELD

David B. Greenfield
" Chief Financial Officer
. This certification accompanies this Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
and shall not, except to the extent required by such Act, be deemed filed by the Company for purposes of
Section 18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Such certification
will not be deemed to be incorporated by reference into any filing under the Securities Act of 1933, as -
amended, or the Exchange Act, except to the extent that the reglstrant specnficaily incorporates it by

. reference a N



Non-GAAP Financial Measure Reconciliation

At December 31 (in thousands, except per share data), 2006 2005 2004 2003 2002
Common shareholders’ equity ............. $3.912,647  $3,012,351  $3233084 $2.817148  $1,9561.033
Shares outstanding .......viiiiiiie. 149,982 148,831 152,737 152.455 138,159
Book value per share .............. $ 2609 § 2024 § 2120 § 1848 § 1419
Diluted book value on an "as if converted basis”
Common sharehoiders’ equity ............. $3.912647  $3.012351  $3238064 §2817.148  $1,961,033
add in:
proceeds on exercise of options .......... § 94811 $ 117808 % 94724 § 62630 $ 58323
proceeds on exercise of warrants . ......, $ 244363 % 244812 § 244812 § 24481 $ 243,166
Adjusted shareholders’ equity ..... $4.251,821  $3374971  $3577600  $3.124583  §$2,262,527
As if converted diluted shares outstanding
Shares outstanding v.vvvvveviarneninn, 149,982 148,831 152,737 152,455 138,159
add in:
vested phantam stock units . ........ ... a6 38 28 18 10
vesting of restricted stock .............. 2,229 1172 2,183 1,885 —
exercise of options ... ...l 5,147 6,174 5,694 4,695 4,475
exercise of warrants ... ..., 19,644 19,651 19,619 19,691 19,453
Diluted shares outs'tanding ....... 177,048 175.866 180,267 178,745 162,097
Diluted book value per share ...... $ 2402 % 1919 § 198 § 1748 § 1396

[PV
—

ipeuwn sBuip|op [ended XY |




-




